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DEFENSE MIGRATIONS AND MORTGAGE SAFETY 


N the November Real Estate Analyst amap showed civilian migrations by 

| sates rom April 1, 1940 to May 1, 1942. Some states, particularly New 

York, Pennsylvania, Minnesota, and Oklahoma, had lost very heavily, while 

other states, such as Michigan, California, Virginia, and Illinois, had re- 

ceived very heavy population gains. The tables following give the same type 
information for 137 metropolitan counties or groups of counties 





Everyone interested in either real estate or mortgages should study these 
tables and their implication Remember that the value of real estate depends 
on the demand for it in relationship to its supply. If these figures show a 
| large gain in population ina certain community in the last two years, it 
means that in all probability a real strain has been put on the housing and 
many other facilities of that city. On the other hand, in a community which 
e has lost population residential vacancy has increased, the demand for housing 

exceeds the supply, and rents are either just holding their own or drifting 
| downward as landlords bid against each other for the tenants available. 


From the standpoint of real estate and mortgages the permanency of these 
shifts in population is all-important, and this permanency depends in a large 
measure on the length of the war. If it is necessary for these migrants to 
live in their new homes for several years, a large percentage of them will 
stay after the war. The wife of an executive transferred from New York to St. 


Louis several years ago cried all the way out on the train. This executive 
has just been transferred back to New York, and his wife cried all the way 
back. Of course there are some communities where it will be impossible to 


provide sufficient work after the war to maintain a civilian population of the 
size now occupied on war work, and these communities will shrink, but probably 
not to their pre-war size. 
Eighty-eight of the 1347 metropolitan counties or groups of counties have 
hown a gain in civilian population between April 1, 1940 and May l, 1942. 
x showed no appreciable change, and 43 showed a decline. For those counties 
n which the civilian population increased the total gain amounted to 2,639,- 
000, or 6.8% of their 1940 civilian population. The net increase in civilians 
for all metropolitan counties was 1,853,000, or 2.84. These counties include 
slightly more than half the entire civilian population of the United States. 
The largest gains in the United States have centered in the following cities: 
ie Detroit, with a gain of 336,000; Washington, D. C., with 231,000; Chicago, 
with 149,000; Los Angeles, with 131,000; Norfolk, Portsmouth and Newport News, 
with 107,000; St. Louis, with 97,000; San Diego, with 97,000; and San Francis- 
co and Oakland, with 95,000. The largest loss, 265,000, occurred in the New 
York-Northeastern New Jersey metropolitan counties. 
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THE CIVILIAN POPULATION OF SELECTED METROPOLITAN COUNTIES: MAY I, 1942, 
WITH COMPARATIVE FIGURES FOR APRIL |, 1940 
Estimated increase in 
Estimated Estimated the civilian population 
civilian Total civilian between April 1, 1940 
Metropolitan district ti population population populatior and May 1, 1942 
May 1, 1942] April 1, 1940] April 1, 1940 Sivsiienis TNA 
TOTAL (137 areas)... eee cence rec ceeeencseeeees 68,228,000 66,569,734 66,375,00 1,853,00 
Akron (Summit Co., Ohio)...... aici . : 558,000 439,405 449,000 19,00 5.6 
Albany-Schenectady-Troy (Albany, Rer ay chenec tady 

Ceca a Sa dwswe wi Pe ery Tree Seed auth ar ‘ 464 ,000 465, 643 466,00 -2,000 0.4 
Allentown-Bethlehem-Easton (Lehigh and Northampto » Pa.) 355,000 346,492 246,00 ), 2.€ 
Altoona (Blair Co., RS a cuir nae aka $ 620s 0 KVEA RN Ree aS eee eee 133,000 140,358 140 ,O0C -7 , 0 «5.0 
Aearilio (Potter Co., TEX. )scccccccccccescccccccesess ‘ aes 51,000 54,265 4 00 -3,00C -5.6 
Asheville (Buncombe Co., N. C.) Werte rere bi Jnurecaumerarwaes 101,000 108,755 109 ,000 -8,000 c 
Atlanta (De Kalb and Fulton Cos., Ga.)..csscsceeeresesseceeeee 503,000 479,828 478,000 , 000 5 
Atlantic City (Atlantic Co., N. J.) 116,000 124,066 124,000 8,000 6.5 
Augusta (Richmond Co., Ga.)...cececccecceecserecerecsseseseceees 89 ,000 81,863 ,000 
Austin (Travis Co., Tex.).....000. PPE Pee ee TT Tee ee 117,000 111,053 111,00 6, 00C 4 
Baltimore (Baltimore City, Anne Arundel altimore Cos., Md.) 1,126,000 1,083, 300 1,073,00 ,000 4.9 
Beasaumont-Port Arthur (Jefferson 160 ,000 145,329 145, ) ,000 10.3 
Binghamton (Broome Co., N. Y. ).. 160 ,000 165,749 16€ -6,000 -3.6 
Birmingham (Jefferson Co., Ala.)....... +a 502,000 459,930 460, HO, .1 
Boston (Essex, Middlesex, Norfolk, P h, ar 

EN ESE REALE, HELLO CES EES TELE CE TTT Te eee 2,811,000 2,824,955 2,821,00 -10,000 -0.4 
Bridgeport. (Pairfield Co., Conn. )..cccrcccsccccccccccccovcsecces 449 ,000 418,384 418,000 31,00 4 
Buffalo-Niagara (Erie and Niagara Cx Ere # ‘ 970,000 958,487 | 958,000 12,000 1.5 
TRI Ta UD oad an usw 6 a/b glen d: 60:8 Ao aie ACh ONE Sik ors WRI 252 ,0¢ 234,887 | 235,000 17,000 Vg 

| 

tak Mamie Cite Cog TOWER) soa 0:60 6060 8i0 cin 6060080 des enceses 90,000 89,142 9,001 1,000 a | 
Chawieeten, S&S. C.. (Charieston Co., 3. Cidssccrccccceseseccs ee 147 ,000 121,105 | 118,000 29 , 006 24 .€ 
Charleston, W. Va. (Kanawha Co., W. Va.).. See Pee eet 192,000 195,619 196,000 -4,000 2.0 
Gaamiecie Cieianuee CO... Wis. Cc aieeinsc0c0c00deececcesecececsnes 149 ,000 151,826 152,000 -3,000 -2.0 
Chattanooga (Hamilton Co., Tenn.; Walker , Ga.) ee ene 229 ,000 211,502 211,000 18,000 e 
Chicago (Cook, Du Page, and Lake Cos Fi). Lake Co., Inf.).s... 4,725,000 4,581,111 4,576,000 149,000 5.5 
Cincinnati (Hamilton Co., Ohio; Dearborr Ind.; Campbell and 

ee a kG Grin A raiminiacn/ oa/o levee lard aioe eee o Kine ba eos 861,000 810,097 810,000 1,000 6.3 
Cameeaeee Courenees CO, , CRAG). . .cccssawesieccceseccesesesivesecs 1,231,000 1,217,250 1,217,000 14,000 ae 
ene omeenneme C6... Oy Gs deiccs 000.000 sb000c0b ees oerecieacase 122,000 104, 843 105,000 17,000 16.2 
Columbus, Ga. (Muscogee Co., Ga.; Ru l CE) a) ae earme! 123,000 111,269 111,000 12,000 10 
ema, Cee meena CO... GRO) ii cscs ts acdc cdes ceveceeenaves 409 ,000 388,712 388,000 21,000 4 
Corpus Christi (Nueces Co., Tex.)........: Soles ciekceg teu rele anette 119,000 92,661 93,000 26,000 28.0 
MOAITOS CORIIAS CO. TOR. Ja cece cccvsccsscscces PTR en AP 431,000 398,564 398,000 32,000 Q 
Davenport (Iowa), Rock Island-Moline ) cott Co., Iowa; 

RN MINTO EE ORs csc cose kos ss0ke Shean vaneaaene eee 211,000 198,071 198,000 13,000 6.¢ 
ern Cemmenmers CO.5 ORIG} coins c cc cece w ties cass ceeweeees : 325,000 295,480 295,000 30,000 10.2 
Pe OIRO. PEELS Re nk bctkae ea Oeaweeeedenadios 88 ,000 84,693 85,000 3,000 3.5 
Denver (Arapahoe, Denver, and Jeffer » REEDS Nae aia caias Sate 398 ,00C 385 ,287 382,000 16,000 4.2 
Ty CRON OG. MINI o:0.06:%0.00-65 0.8 6006.0 oe 0 es eeeeeasee ee eee® 197,000 195,835 195,000 2,000 1.0 
Detroit (Macomb, Oakland, and Wayne Ai hile Liceeonkas 2,710,000 2,377,329 2,374,000 336,000 14.2 
Duluth (Minn.), Superior (Wis.), (St { , Mi Douglas 

EU Nee cee aakaRainae ees 15 4046.4006 4050s bsbdSEETOA SERA S 240,000 254 ,036 254,000 -14,000 - 
MR NMR I 5 dig yaad bb Sm: ere/ dw Wie Ora lla eerevedaaelolt 82,000 80,244 80,000 2,000 2. 
eT OR. IRD, 6. Gndrn whee 00d.0o\0.¥.0.60.054:044 0d 00d SSeS 136,000 131,067 126,000 10,000 7.9 
Ss a arava i cai in a pea ioe wa ee ws me ela aa eK KS 185,000 180,889 181,000 4,000 2.2 
Evansville (Vanderburgh Co., Ind.; Hender Siig. BMAD iiimecwre as 168,000 157, 802 158,000 10,000 é= 
Pall River-New Bedford (Bristol : Fsixiais 4 2G. biars ibe Re 364,000 264,637 365,000 -1,000 -0 
I RS RR Gos ic ccoaveanserceteedareeecen 227,000 227,944 228,000 -1,000 -0.4 
eUP EE CORSON OO, TOR s hisasicscavnccsceceseeaeeeeesowes 165,000 155,084 155,000 10,000 é 
ams emt ( Parrent Co... BOE.) cicciccvccscccesesscceeves Dae aes 236,000 225,521 226,000 ,000 4.4 
rn Cai. Cte ao. ss sna od eaeeensee hd bese ceaueisuen 179,000 178,565 179,000 “ ~ 
Gaiveston (Galveston Co.; Ted.) cvcccccccccceccececs 88,00 81,173 80,000 3,000 10 
ES CE a a er 246,000 246,338 246,000 " - 
Mamilton-Middletown (Butler Co., Ohio)... .cccca-sessccccesecveees 127 ,000 120,249 120,000 7,000 
I NRO OD i cccciscceenaseecsaduncansenases 182,000 177,410 177 ,000 5,000 2.8 
Hartford-New Britain (Hartford and ex Rcceeaietees 557,000 506,188 506,000 51,000 10.1 
Houston (Harris Co., Tex.)........ isa 555,000 528,961 529,000 26,000 4.9 
Huntington (W. Va.)-Ashland (Ky. ) : W. Va.; Boyd Co., 

Mt Me COE. (ONION so cacdckccusnacceevensssdesdasabesanais 186,000 190,102 190,000 -4,000 2.1 
Pemaemepenes CMAPIOR C6... BOA \eisiccicescs sevacecnvsceveveses 492,000 460,926 458,000 34,000 7.4 
Jackson (Hinds Co., Miss.)........ 116,000 107,273 107 , 000 9,000 3.4 
mmemeemvanie (hve) Co., FIG. joc cs ccccccccccevccecesasac 258,000 210,143 210,000 48,000 22.9 
Johnstown (Cambria Co., Pa.).. 238,000 213,459 213,000 25,000 11.7 
Batemenes (Rademasco Co. , Mich.) s.ccsrccccossrarevssesrececes 105,000 100,085 100,000 5,000 5.0 
Kansas City (Mo.)-Kansas City (K Mo Johnsor 

ROU NR cg aa a vic ae aang auiaiga am ceawany | 664 ,000 656, 226 656,000 8,000 1.2 
I I No ccc sae masdéndabaedieeeseeiowes 187,000 178,468 178,000 9,000 5.1 
Lancaster (Lancaster Co., PAa.).....cssccccesccsesece 209 ,000 212,504 213,000 -4 000 «1.9 
meen Crmenem CG. MEK. Jis5iisciaccenseees os resrcecceecs Reece 129 ,000 130,616 131,000 -2,000 my I 
Lincoln (Lancaster Co., Nebr.).. 98 ,000 100,585 101,000 -3,000 23.0 
Little Rock (Pulaski Co.. Ark.). ee ee ee 176,000 156,085 156,000 20,000 12.8 
Los Angeles (Los Angeles and Orang 3,045,000 2,916,403 2,914,000 131,000 4.5 








shown where less than 0.1) 
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April 1, 1940 





le (Jefferson Co., Ky.; Clark and Floyd Cos., Ind.) 





Mac Bit Bing Gs Ranson 00005340:0.0460004000006602040008 oneseene 
ae ge ae rr re ere rT eee ee 
Meneeater CHlti ware Go... Wi. Bi diccsiccécccess-cncececesens 
Memph 1 An Ch. SUNS Prdeuc se eceuneas bin bokas Raecaae aaah aw 
at CORRS Cis SO han G 6nd deka eeends b40s 00nd cbwaesaeeeeaaanere 
Midwauieoe (BME lwaeitee Co... WEGs }isoccc cn 60000sccccccessscnsevesiens 
lis-St. Paul (Anoka, Hennepin, Ramsey, and Washington 
PE Div 56655606 0,00d 40 CARED AD ONDE NOObHSROS6SS +1008 O EES 
M ET Rs 4 Bc Fen 6csnekoee bi sbwakecnendendose50s0eeuens 
Renteaeeer tienes Ce... GIRS 6 064466 00sscksibessssedabesveen 
(Davidson CO., BTM. Jeocaceceseccccccescceecess. -00e0e 
New Hav ee I, 5 Ns Dn. c kad nin oneness aebns <b 6heseeakeone 
w Orlear (Jefferson and Orleans Parishes, La.)...... ooeeee 
New rk-Northeastern New Jersey (Bronx, Kings, Nassau, New York, 
Queens, Richmond, Rockland, and Westchester Cos., N. Y.; Ber- 
g , Essex, Hudson, Middlesex, Monmouth, Morris, Passaic, and 
a6: ae Ns cma bien ered 000 ceseereseonscsssenece ‘ 
k rtsmouth-Newport News(Hampton, Newport News, Norfolk, 


ith, and South Norfolk cities; and Elizabeth City, Nor- 
incess Anne, and Warwick Cos., Va.) 





kiehoma City (Gicieisome Co., GEIR. Jo ccrccccsccccsessuscdecesscens 
4 Yet -Couneil Bluffs (Iowa) (Douglas , Nebr.; Potta- 

. TOUR) occccereccsecccceecsecesevcseeerrcescereseeves 
Pearse. snk Dasweesd Glens TAs bins 40-00000000080044500 
iphis (Delaware, Montgomery, and Philadelphia Cos., Pa; 

gton, Camden, and Gloucester Cos., N. J.)..cccccccccvccces 
ix (Maricopa Co., Ariz.).. Litenchh aed hseehakeeee on 


irgh (Allegheny, Fayette, Washington, and Westmoreland Cos., 


and, Oreg. (Clackamas and Multnomah Cos., Oreg.).....seeece 
Providence (Bristol, Kent, Newport and Providence Cos., R. I.)... 
Padhle: Ges, COOG Risks ecccncesanene 
Raci Kenosha (Kenosha and Racine Cos., W1S.)...cceeseccccececes 
we (nee Gig DADs c ces <.1600000b0s0004 
(Ricimees City, Benries Co. Wha) .ccccccccenessesivesesas 
ke (Roanoke City, Roanoke Co., Va.)...csesecesees na paeoniaial 
ee ee a Oy eran 
efowd (iimmeees Go... Tid }sc6ca000o00600000000400000008 
ramento (Sacramento Co., Calif.)...... pub adele pera ee 


aginaw-Bay City (Bay and Saginaw Cos., Mich.) 
ook (Dudhanen Co. 00.) s 0.0 6600-200000% NE nd eT 
Louis (St. Louis City, St. Charles and St. Louis Cos., Mo; 
Medison and Bt... Ciss? CoO., TAL. )ocacacceccednvscccceceses . 
; Sake eee Tee ee ins, OU os 60s sce dorks aseseensandns 
hen Ce On. MOB eu weneectankeas 
exo (Sen Diego Co., Calif.) ...cocccees , oeee 
sisco-Oakland (Alameda, Contra Costa, Marin, San Fran- 
San Mateo, and Solano Cos., Calif'.}..ncccccccccccsceseenss 
Sante Clam Ge., CORE 3 cccctnccccscdesesceusenenens oe 


uh (Chatham Co., Ga.). Samdeaieg Gee wih og ee ae ale 
-Wilkes-Barre (Lackawanna and Luzerne Cos Dis Daicansces 
King Co., WSR. Jececccccccecseceses 
(Gotta: Partai, isd sn 5200 000000 Vary er re rr errr ery Te 
ty (Woodbury Co., Iowa)..... eT eee Pe ee ere 

Fe ee 0. 5 SR Bn da os nde 000 c0bedneessssaben eens 

poka [Seabees Ce. WO Ds c.0nost5s030 0s cececnsesesean iene 
pringfield, Til. (Sangamon Co., T11.).ccccocvccsccssccosss re 
pringfield, Mo. (Greene Co., Mo.)...... any pe ee ee 
ingfield, Ohio (Clark Co., Ohio)........ 


ringfield-Holyoke, Mass. (Hampden and Hampshire Cos., Mass.)... 





on 1 Oe Seen TOR. Ds 0560005600 0eees 480 0nenne seseewas 

poues (ONSRONEN COs, We. Ti Diss o6isn cic ddod0s0ssc0d00dnbeneeences 
Pasnen. (PRRSOe 26s a NE. Bec ccknke dd (cased aecteeescanceedeebeon tan 
Tan 3 Petersburg (Hillsborough and Pinellas Cos., Pia: }..+ 
Ter sik CN Rs 5, No 5 6 06066500 00004008 0000845 00008000 
T Res a GERRS, 6nd vdancesecweaen Ree ay ee chad heen 
Sondion. (lente: Ge... Ss Vins 08966000 s0nssceekd 600 00end sv enenen 
Pinte Te eR OB cccce nce beaceees |. easaueeeeeebkewawan 

me CUT Ce Gass sk tadcar don beeen Jnedaekess dkabeneudas’ 


Utica-Rome (Herkimer and Oneida Cos., N. Y.)....... 
Wac aR Cs 5 Os Bin sacna aes 54s 2000senedseedeneesabnwecnne 
Washington,D. C. (District of Columbia; Montgomery and Prince 
teorges Cos., Md.; Alexandria city and Arlington Co., Va.) 
Waterloo (Black Hawk Co., Iowa) 
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766,000 
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144,000 
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520, 006 


574 ,000 
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217,000 


318,000 
202 ,000 


3,027,000 
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425,000 
688 ,000 
74,000 
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245,000 
110,000 
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220,000 
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91,000 
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131,000 
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81,000 
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34,067 


1,432,088 
211,623 
338,176 


289, 348 


1,461,804 
174,949 


117,970 
742,761 
504,980 
150,203 
103,627 
161,523 
164,652 
117,912 

90,541 

95,647 


404,568 
134,207 
295,108 
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272,000 
99,709 
344, 333 
91,247 
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193, 363 
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101,898 


927 ,056 
79,946 
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358,000 
268 ,000 
767,000 
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924,000 
142,000 


111,000 
257 ,000 
484 ,000 
545,000 


11,117,000 


313,000 
212,000 


2,953,000 
186,000 


2,127,000 


144,000 


412,000 
677 ,000 
69 ,000 
157,000 
242,000 
235,000 
112,000 
438,000 
121,000 
170,000 


205,000 
94,000 


1,430,000 
211,000 
316,000 
276,000 


1,447,000 
172,000 


117,000 
743,000 
503,000 
150,000 
104 ,000 
162,000 
163,000 
118,000 
91,000 
96,000 


405,000 
134,000 
295 ,000 
173,000 
272,000 
100 ,000 
344 ,000 
91,000 
197 ,000 
193,000 


263,000 
102 ,000 


920,000 
80 ,000 
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(A minus sign (-) denotes decrease. Percent not shown where less than 0.1) 
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WAR EXPENDITURES AND NATIONAL DEBT 


The map below expresses our war expenditures to date in terms of national 
wealth in 1937, the last year for which national wealth figures by states has 
been computed. Our war ex 


xpenditures to December 1, 1942 are equal to the total 
wealth of the shaded states. 
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RESIDENTIAL BUILDING COSTS IN 80 CITIES 


\ x JITHIN a month after the beginning of the present war in Europe, Real 
Estate Analysts, Inc., went definitely on record in its reports that 
construction costs would move sideways for a period of from six months 

to a year and then would start sharply upward. In addition to appearing again 
and again in our reports, this statement appeared in "Should We Build Our Home 
Now?" -~ a booklet sent to our subscribers, and in a number of magazine arti- 
cles by Roy Wenzlick appearing in leading national magazines. A glance at the 
charts on pages 372 - 375 in this report, showing construction costs of the 
same residential building in eighty cities, will show the accuracy of these 
forecasts. In August 1940, after having gone sideways for almost a year, con- 
struction costs started rising rapidly. 


The figures we have charted on this spread are based on costs compiled by 
the Federal Home Loan Bank Administration and by Real Estate Analysts, Inc. A 
house that fits the specifications used in each city is pictured on the 
spread. Cost figures on the construction cost of this house built in St. Lou- 
is are available for thirty years. 


The house pictured is a six-room frame dwelling. The design is simple 
and efficient. The interior arrangement can be considered fair, and the con- 
struction is average in quality. The plans and specifications call for con- 
crete foundations, concrete basement and garage floors; concrete slabs for 
front and rear stoops; frame exterior walls with 3/4" x 10" redwood siding, 
with stucco gable ends; three coat plaster walls; oak flooring; pine B & B 
trim; 1 3/8" six panel #1 pine doors; tile wainscot and floors in bathroom and 
lavatory; two kitchen cabinets; 266 lbs. asphalt shingle roof with copper gut- 
ters and downspouts; modern bathroom fixtures; hot water heat; modern electri- 
cal installation; insulation in exterior walls and second floor ceiling. The 
house is not completed ready for occupancy; it includes all fundamental struc- 
tural elements, an attached one-car garage, an unfinished cellar and an unfin- 
ished attic. It does not include wall-paper nor other wall nor ceiling finish 
on interior plastered surfaces, lighting fixtures, refrigerators, water heat- 
ers, ranges, screens, weather stripping, nor window shades. The cost of the 
land is not included nor surveying the land, the cost of planting the lot nor 
of providing walks and driveways. The architect's fee is not included, nor is 
the cost of a building permit, the financing charges, or the sales cost. 


In the thirty years for which these figures are available for the St. 
Louis house many changes have necessarily been made in the specifications from 
time to time. Copper guttering, downspouts and flashing have been in and out 
several times because of the first and second World Wars. Whenever any mate- 
rial was unavailable the best substitute obtainable was figured. 


It should be pointed out that the house pictured would probably not be of 
an acceptable type for actual construction in all of the cities listed. The 
specifications have been held the same, however, in all cities, as it is the 
only way in which a comparison can be made between the various communities. 
This is true even to the inclusion of a furnace in the building in Tampa. 


As an indication of actual building costs certain deductions must be made 
in southern cities. The primary purpose of this series is to show the rela- 
tive fluctuations in the various cities since 1936. 
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HE resignation of Mr. Henderson as head of the Price Administration is not 
i to mistakes he has made, although he has made many. It is not due to 

his lack of finesse as a politician, nor is it due, if all accounts are 
correct, to the state of his health. It is due primarily to the fact that the 
pressure against our price ceilings has gotten to the point where no individu- 
al, regardless of his determination, can succeed in withstanding its force for 
long. 


In order to show the tremendous pressure carrying us toward inflation we 
have charted on the pages opposite the actual Government expenditures from 
1910 to the present. On this chart the relatively insignificant cost of the 
first World War in comparison with the present war is quite striking. 


In preparing the material for this chart we went back over all the rec- 
ords of expenditures in the United States from 1789 to the present. We find 
that total expenditures for all purposes by the Government, excluding public 
debt retirement, from 1789 to October 1942 totalled $237,054,348,000. In the 
144 years from 1789 to March 1, 1933, the beginning of the administration of 
Franklin Roosevelt, the total expenditures for all purposes except retirement 
of the public debt amounted to $111,686,413,000. This included the cost of 
the first World War, the Spanish-American War, the Civil War, and the War of 
1812. It included the Louisiana Purchase, the purchase of Alaska, and the 
building of the Panama Canal. In the eight and three-quarter years which have 
elapsed since, we have spent $125,367,935,000, or almost $14 billion more than 
we spent in the preceding 144 years. 


While the preceding comparison is of tremendous importance from the 
standpoint of the outlook for inflation, with its effect on real estate and 
mortgages, it is not entirely fair as a criticism against the present adminis- 
tration as it includes, during the last few years, the cost of our defense 
program and the cost of the present war. Our defense program started in July 
1940, so let us exclude all expenditures from that date to the present from 
our total. If we do this, we find that in seven and a quarter years, from 
March 1933 to July 1940, we spent $58 billion, which is $3.7 billion more than 
half of the total expenditures of the preceding 144 years. 


One fundamental difficulty with the New Deal conception of government is 
that a planned and socialized economy can only be operated with a tremendous 
tax program. This was getting badly out of hand before the war started. Now 
the stupendous cost of the war must be piled on top, and if we continue in the 
post-war period we cannot assume that taxes can be lowered by any great de- 
gree. 


In considering the effect of inflation on real estate it should always be 
remembered that its effect on residential building comes primarily from the 
changes in construction cost, and only becomes effective in actually increas- 
ing real estate values after considerable construction volume is necessary. 
This means that ina city gaining population rapidly, where new building is 
necessary in large quantities, any change in construction costs becomes ef- 
fective quite rapidly in changing the values of buildings already standing. 
On the other hand, in a community losing population very little new building 
is necessary, and as a result even a considerable volume of inflation has a 
rather slight and slow effect on real estate values. 
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THE EFFECTS OF WARS ON 
REAL ESTATE AND CONSTRUCTION CYCLES 


The large chart published annually has just been 
sent to our clients. As long as they last, ad- 
ditional copies may be ordered by subscribers to 
our reports at 50¢ each. Special prices will be 
quoted on quantities of fifty or more. The chart 
is sold by direct mail to non-subscribers all 
over the United States at $5.00. 


This chart is 22 x 34 inches and is printed in 
eight colors. It is suitable for framing or for 
reference under the glass of a desk. 


HE chart to the left shows a comparison 

of FHA mortgages for the past five years 

covering only new homes to be built. Dur- 
ing the first three months of 1942 this vol- 
ume of financing exceeded that a year ago by 
@ wide margin. Starting in April, however, 
the totals are much below the corresponding 
month of last year although in the last few 
months the gap has been getting smaller. 


An analysis of these mortgages, partic- 
ularly in the last three or four months would 
Show that they are concentrated largely ina 
relatively small number of defense areas and 
that in a large part of the United States new 
residential building has practically stopped. 


In our opinion, mortgage volume will be 
off badly in 1943, with intense competition 
for such business as is available. Portfolios 
will be raided and much refinancing will be 
done. Competition will not be limited to in- 
terest rates but will use inflated appraisals 
to increase the size of the loan. 
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: —_-_—— }800 DWELLING UNITS CONSTRUCTED IN 48 STATES 
NUMBER OF NEW FAMILY (in thousands of unit 
ACCOMMODATIONS | | : 
700 485 700 194 “ighi , 1942 1940 : 1941 194e 194 - 1941 . 1 42 
iIs42 41 41 618 
7 2 2 te | 
I94 i> r 43.7 84.9 624.9 Ll! 
| Ma 1 ; 60.2 145.1 639.1 8 
") act | , April 62.9 75.2 1 220.3 651.4 2 
600 tit. 1 _ 600 wy - 2 55 39 
- 12 MONTH MOVING por i a ge =r a de 
: Woe Ju a, : 697.9 
Z —* a on ee aan } J July ST. 74.6 4 44O.8 715.0 
August 7 69.8 512.6 729.1 5é 
> | september 58. 67.0 . 579.6 Toten 3 
500 i—J fume! 500 >tober 66.2 56.2 10.7 635.8 726.7 
te | | November th.g 46.6 6 682.4 601. 729.4 
0 | 7 oo December 47.0 32.8 12.6 715.2 602.6 715.2 
T a 
CUMULATIVE TOTAL 
400 —————— 1400 
x» T HE number of new family accommodations 
Z | =a oe On oe built in all non-farm communities of 
-™ | || zi === the 48 states and the District of Co- 
. | | VA lumbia is shown in the table above and on 
0 ++ the chart to the left. Cumulative totals 
T =e loo | and twelve month moving totals for 1942 
- (blue ) and 1941 (red) are given. All fig- 
ures have been revised since June. 
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MONTHLY FIGURES |' Wholesale building material prices as 
=e compiled by the Bureau of Labor Statistics 


are charted by weeks on the chart below. 
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AMIJIJASOND There has been very little change in this 
level since May 1942, although shortages 
have been acute. 
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The chart on the center spread of this report is 
REAL ESTATE ACTIVITY more encouraging than we had reason to believe it 
would be, in view of rent control and the drastic 
limitation on sales of the OPA. Real estate activity, which is computed from 
the relationship of the number of voluntary transfers of real estate to the 
number of families in the principal cities, was 6.4% above normal in November. 
This is but very little lower than the October figure of 6.9% and considerably 
higher than the figures of this summer, These figures are of course national 
averages composed of some cities in which real estate activity is running at a 
very much higher level than in others. As long as the war continues activity 
will be confined largely to centers in which war activities are taking place. 





Mortgage volume in principal cities has been de- 
REAL ESTATE MORTGAGES clining slowly during all of 1942. This was ex- 
& pected because of the decline in new construction, 
Over a long period of years there has been considerable similarity in the 
lines on our chart indicating new building and mortgage volume. 


Until after the war there will be a great deal of very keen competition 
among mortgage lenders. Unfortunately many will compete on the basis of the 
percentage they will loan and many unwise loans will be made. 


It is interesting to note that even after the drop in mortgage volume of 
this last year it is still averaging higher than it did in any of the depres- 
sion years prior to 1940. 


In the forecast issue of the Real Estate Analyst 

NEW DWELLING UNITS in January 1942 we said that in our opinion 450,- 

000 dwelling units would be built during the year. 

At that time this estimate was much below those of most of the other forecast- 

ing organizations. The preceding year we had built 715,000 non-farm dwellings 

in the United States. It now looks as if our estimate for the year will be 
about right. We have built 424,000 dwelling units in the first ten months. 


There has been relatively little change in general 


BUSINESS ACTIVITY business activity during 1942. Most plants en- 

gaged on any type of war work are working at ca- 

pacity and will continue on this basis for the duration. The shutdowns of 

& plants on consumer goods unable to get materials have been balanced by the in- 


creased production of war plants. 
General business activity will move sideways for some time to come with- 
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out any marked upward movement and with slight possibility of a drop. It is 


probable that during 1943 "peace scares" will develop from time to time, with 
a disturbing effect on new orders, 


During November and December’ the stock market has 

STOCK PRICES moved largely sideways on industrial stock prices, 
irregularly lower on rails, and irregular on util- 

ities. Real Estate Analysts, Inc. does not forecast movements of stock prices 


as these movements are quite frequently so erratic that consistent accuracy in 
forecast is improbable. 


Residential rents have shown a very slight decline 

RENTS in the past month, from 75.5 on our index to 75.4. 

Rents are fairly well stabilized now as the reduc- 

tions due to the rent control legislation are practically all enforced, and 

from now on relatively little movement can be expected in this line until dif- 
ferent war conditions bring a change in rent ceiling provisions. 


With the exception of a few cities in which there 

FORECLOSURES is practically no defense activity, foreclosures 

have declined to the point where they have become 

insignificant from the standpoint of the real estate picture. This is due to 
the fact, however, that we have been on a rising cycle for some time and is 


not an indication that the large percentage amortized loan has solved all of 
our foreclosure problems. 


The cost of constructing our standard six-room 
BUILDING COSTS frame residence in St. Louis during December was 


$7437, no change from the November figure. In De- 
cember of a year ago the cost was $7592. 


There has been relatively little change in the 
WHOLESALE PRICES level of wholesale prices as many of the prices 


included in the index are under ceiling restric- 
tions. We believe that this line will slowly inch upward during 1943. 
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| RESIDENTIAL BUILDING IN METROPOLITAN AREAS 


RIVATE residential building in all metropolitan areas of the United States 
P=: defined. by the 1940 Census, is charted on the following pages. The 140 

areas include all areas in which the central city has a population of more 
than 50,000. 


Every effort has been made to make this report complete. In each city 
all suburbs, incorporated and unincorporated, have been contacted, and in all 
except fourteen it has been possible to include practically all of the suburbs 
within the metropolitan area. For example, the New York City figure includes 
the building in 305 suburban communities; Philadelphia, 154; Pittsburgh, 157; 
Chicago, 99; and Detroit, 65. In all, more than 2200 communities are repre- 
sented on these charts. In the fourteen cities where figures are not availa- 

ble for all suburbs, new building in those suburbs has been estimated from 
ea other sources, and the estimated total for the area is shown by the dotted 
curve on the chart. 


The Bureau of Labor Statistics in Washington has collaborated to the 
| fullest extent in furnishing all figures they have accumulated on various con- 
munities. These have been brought up to date by direct correspondence with 
the individual cities and towns. 





| In all cities new building is expressed as the number of new family ac- 
commodations being built per month per 10,000 families in the metropolitan 
areas. In the computation, a single-family dwelling counts one, a two-family 
dwelling counts two and a twenty-four-family apartment counts twenty-four. All 
Federal subsidized slum clearance projects and Government financed defense 
housing have been excluded; only building under private initiative is signif- 
icant from the standpoint of showing demand strong enough to pay the unsubsi- 
dized cost. (At present, however, even though the demand is strong, many pri- 
vate investors are deterred from building by the heavy restrictions and also 
| by the fact that the demand is temporary. ) Buildings privately built and fi- 
| nanced with FHA loans are included on the charts. 





All figures both on individual cities and on national averages have been 
corrected for seasonal fluctuations. 


& The blue italicized numerals on each chart give the number of private 
new family accommodations built in the last three months; these are actual 

figures and are not adjusted for the number of families. The red italicized 

numerals give the corresponding figures for the same period of a year ago. 
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The star after the name of a metropolitan area indicates that at least 
some portion of that area has been designated by the President as a WPB De- 
fense Housing Critical Area in which priority assistance will be given to se- 
cure items on the Defense Housing Critical List, or as an FHA Title VI Desig- 


nated Defense Area in which FHA will insure housing loans under Title VI of 
the National Housing Act. 


Each chart shows the population of the metropolitan area included in the 
figures. 


It should be noticed that separate averages (medians) have been used for 
four groupings of metropolitan areas. The average number of new family ac- 
commodations built per month per 10,000 families is shown from 1920 to the 
present for metropolitan areas having from 50,000 to 200,000 people (the 
dashed red line); for areas having from 200,000 to 500,000 people (the beaded 
red line); from 500,000 to 1,000,000 people (the solid red line); and for 
those areas having a population of over 1,000,000 (the dotted red line). 
Eighty areas fall into the first category; thirty-eight in the second; and 
eleven in each of the third and fourth. 


On each area chart is shown in red the national average for areas in its 
grouping in contrast to the blue line which shows the figures for the specif- 
ic area. The averages used on the area charts are medians. A median average 
is found by arranging the data in order of size and selecting the amount at 
the midpoint. Because a median average thus eliminates the influence of the 
extremes, it gives a very good picture of the typical area in each group. A 


direct comparison can be made between each area and the median average of its 
group. 
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On the chart above we have shown national averages for each of the group- 
ings of metropolitan areas -- (1) 50,000 to 200,000 population, (2) 200,000 to 
500,000 population, (3) 500,000 to 1,000,000 population and (4) 1,000,000 pop- 
ulation and over. These averages should more properly be called arithmetic 

(Continued on page 402 ) 
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means. An arithmetic mean is what most people think of when they hear the 
word average, and it is obtained by adding the amounts of all the items and 
then dividing by the number of items. It will be noticed that the arithmetic 
mean, being influenced by areas with a greatly accelerated rate of new build- 
ing, is above the median average of each of the groupings. The arithmetic 


means are given for each grouping so that a comparison of new building can be 
made on a volume basis. 


Both averages (median and mean) follow the same general trends. Since 
1935 the trend has been steadily upward, the peak being reached in the late 
summer of 1941. From this time on, the trend has been downward. This, of 


course, is to be expected because of the restrictions on new building. 
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THE DECENTRALIZATION OF CITIES 


walls, and safety required that the citizens live within them. Organized 
brigandry filled in the short intervals between major wars and necessi- 
tated the closing of the city gates at night. 


A LMOST all of the larger ancient and medieval cities were surrounded by 


The walls of these ancient cities were quite impressive affairs, running 
from about thirty to one hundred feet in height, often with massive towers and 
immense gates. 


The necessity of confining a population within a massive wall of this 
type brought about tremendous congestion, almost unbelievable in view of the 
very limited sanitary conveniences and the total lack of all vertical trans- 
portation. 


Thucydides, the famous historian of the 5th century B. C. and an Athenian 
general, tells us that the walls of Athens were 43 stades (4.94 miles) in cir- 
cumference. At that time Athens had a population of about 300,000 people. 
This is an average of 250 persons per acre. 


This figure becomes more significant if we compare it with the density of 
some of our American cities. In New York City in 1940 the average number of 
persons per acre is shown in the following table for each borough and for the 
city as a whole: 


Manhattan 134.2 
Brooklyn 59.4 
Bronx ob PY 
Queens 18.8 
Richmond 4.8 
New York City 38.9 


Chicago had an average density in 1940 of 25.6 persons per acre; Boston had a 
density of 26.1 persons per acre. 


From the foregoing figures it will be seen that 500 years B. C. Athens 
had a density of population six and a half times the density of New York City, 
almost twice as great as the density on Manhattan Island, four times the den- 
sity of Brooklyn, and almost ten times that of either Chicago or Boston. 


Hecataeus, a Greek historian of about 300 B. C., traveled into Syria with 
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Ptolemy I and describes Jerusalem as having a wall 50 stades (5.75 miles) in 
circumference, with twelve myriads (120,000) of people. This would give a 


density of from eighty to over one hundred persons per acre, depending on the 
shape of the enclosed area, 


The city of Rome at the time of Christ had a population generally esti- 
mated at a million, living in an area of about six and one-half square miles, 
or about 240 persons per acre. The streets were from seven to ten feet wide, 


flanked on either side with tenements reaching in some cases to ten stories in 
height. 


In all early cities building sites within the walls had a high scarcity 
value. In Florence, Italy in the year 1209 four ground leases were granted in 
the Borgo of Santa Maria Novella. From these deeds we find that the léssees 
were bound to erect multi-storied houses, but the largest of the four sites 
was approximately ten by fifteen feet. As a result of this scarcity value of 
ground most buildings in Florence at that time were quite high, consisting of 
towers with but one room to a floor. In the year 1250 one of the first "zon- 
ing laws" was passed,limiting all private building to fifty braccia (123 feet) 
and requiring that all buildings then exceeding that height be reduced to it. 
This is the equivalent, in height, of a ten- to twelve-story walk-up. 


This terrific congestion was due to the fact that living, manufacturing 
and trading in the early city had to take place, to a very large extent, with- 
in the walls. These walls formed a barrier to natural expansion, 


As the need for protection diminished a great deal of building spread be- 
yond the area of the original cities. This started to siphon off extremely 
high land values within the walls as the value of land diminishes as the in- 
tensity of its use declines. However, barriers still existed even after the 
walls were leveled in the length of time it took to travel from home to busi- 
ness or from home to shop. Until the advent of rapid transportation the prac- 
tical area ot a city was constricted by this time factor. It seems that the 
great mass of people will not spend more than an hour in traveling to or from 
work. When this traveling was done on foot the area of a city was very small. 
The use of private horse-drawn vehicles extended the more exclusive residen- 
tial districts beyond the practical limits of most of the middle class work- 
ers. The advent of mass transportation, first in horse cars, later in steam 
and electric cars and trains, extended still farther the practical limits of 
the city. Prior to gasoline rationing, the private automobile abolished the 
time limitation to a still greater extent, until it was not at all unusual for 
a man's business to be fifteen or twenty miles from his home. In the post-war 
period there is no probability that the distance a person will travel in an 
hour or less will shrink and considerable chance that it will increase greatly. 
The decentralizing factor of rapid transportation will still be operating. 


A good example of the effect on land values of rapid transportation is 
shown by figures available on St. Louis. In 1868, before rapid transit of any 
sort was available, the City of St. Louis ordered appraisals of the cash value 
of a large number of parcels of ground in the city as it existed then. These 
appraisals were made by the three leading real estate operators of that time, 
and their values are a matter of record today. Fortunately, from the stand- 
point of this study, a very complete perspective drawing of all buildings then 
standing in St. Louis was published in 1876, and it is possible on these per- 
spective drawings to locate all of the lots on which these appraisals were 
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made. Even a casual study of this material will show that in 1868 the average 
residential site close-in had a cash value per front foot of approximately 
double the value of comparable sites today, in spite of the fact that the pur- 
chasing power of money at that time was approximately double the present level 
and the street improvements, curbs and sidewalks were not comparable to those 
furnished today at the lower price. Clearly the higher value at that time was 
due to a locational advantage which does not exist today. 


The reason that rapid transportation affects land value for residential 
use as much as it does is the tremendous increase in land area as the radius 
of a circle increases. A town roughly circular in shape a mile in diameter 
contains 504 acres. If it has a density of 15 persons per acre it would con- 
tain 7560 persons. If the radius of the city is increased by one-half mile 
the city will now contain 2010 acres, or practically four times’ the original 
area. At the same density per acre it will now house 30,150. If another half 
mile is added to the radius the area will be 9050 acres. At 14 persons per 
acre there is now room for 135,750. In the average city, street and transit 
development makes additional area available faster than the population in- 
creases. As long as more land is available than can be used none of it will 
have a value much greater than the cost of development unless it has a special 
locational advantage due either to natural features or to proximity to neigh- 
borhoods carrying a prestige value. 


Since high land values for residential use were a result of congestion, 
rapid transit has destroyed them, and they cannot be restored. Frederick 
von Wieser, one of the leading economists of the Austrian school, in his Theory 
of Social Economics, published in 1914, said "the most effective means of de- 





pressing (residential) rents is the multiplication and improvement of urban 
transportation facilities for these greatly enlarge the available sections." 


In my opinion the only increases which can be expected in the values of 
residential properties will not be due to an increase in land values but to an 
inflationary increase in construction costs. Of course, if the building rents 
are now severely depressed due to some temporary condition, such for instance 
as local unemployment in areas not having war contracts, some increase can be 
expected. 


One other decentralizing factor for residential property is the obsoles- 
cence of existing buildings. Buildings lose their desirability as quality 
housing long before they lose their entire usefulness as shelter. As their 
economic value is considered greater than the value of the lot, new residen- 
tial building is generally done on land not previously developed. 


The problem of decentralization is totally different as it applies to 
business properties. It is true that with the spreading out of cities some of 
the shopping will follow population and the downtown district will lose in the 
percentage of the city's business which it does. This is particularly true of 
food items, of some clothing items and of a great deal of miscellaneous shop- 
ping. On the other hand, well-located stores in the downtown district are now 
accessible to a far larger population and will draw customers not only from 
the city itself but from surrounding smaller cities. The result will be that 
over a period of years, everything else being equal, the very best locations 
in the downtown district will get better and the mediocre locations will get 
worse. Sometimes this trend is further confused by the fact that the entire 
retail district is shifting rapidly. 
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Of course for the duration of the war the decentralizing factors in many 
cities have been reversed temporarily because of the contraction of rapid 
transit. As I see it, however, this is a temporary reversal. The causes of 
decentralization are too basic to be halted permanently. After the war decen- 
tralization will again reshape our cities, destroying values due to congested 
land use in all places where congestion does not serve an economic purpose. 
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THREE VALUES 


N account of the many requests from clients throughout the country for 
CC) :xtommation concerning appraisal problems, we have decided to present a 

series of bulletins on appraisal fundamentals and appraisal methods which 
we hope will be of benefit to all of our clients. When appraisal details are 
given for specific types of properties, such appraisals will be selected from 
our records of thousands of actual appraisals made either in the St. Louis 
territory or in other parts of the country. 


We have confined our studies to urban properties as we do not believe our 
appraisal experience on agricultural and mineral properties has been broad 
enough to contribute materially to the information and technique now available 
in that field. 


Definitions of terms will be kept to a minimum and will be included only 
when they are considered essential for proper explanation. The Terminology 
Manual of the American Institute of Real Estate Appraisers is the most conm- 
plete work on the definitions of terms commonly used by the modern appraiser. 





Appraising is an ancient art which comprises the assignment of values to 
properties by estimate or opinion. All transactions in our present economy re- 
sult in prices but values are never revealed in any market. Because of this 
the appraiser is compelled to estimate or form his opinion of values from all 
significant factors and the prices actually established. 


The prices with which the real estate appraiser is 

THREE KEY VALUES most vitally concerned are established in three 

distinct markets, namely: the construction market, 

the rental market and the exchange market. These three markets determine the 

price or cost of production, the rent or price of use and the price in ex- 

change or market price. From the prices established in these three markets 

the appraiser possesses the basis for determining MAXIMUM VALUE, VALUE and 

MARKET VALUE. The appraisal of all types of real properties involves all of 
these three values. 


Maximum Value, which includes the sum of the value of the land for its 
highest and best use, the reproduction value or cost of the improvements and 
other unique values (such as historic values, etc.), represents the ceiling 
above which VALUE cannot go, based on the theory that the value of any proper- 
ty cannot be greater than the cost to replace it. 





Value, either without designation or with such designations as value for 
use, investment value, justified value, etc., is the most important item which 
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the appraiser is called upon to appraise. VALUE is described as a capitalized 


sum or the present value of all future benefits and returns which can reason- 
ably be expected during the remaining useful life of a property. VALUE is 
sometimes described as the price at which a seller would be justified to sell 
or a buyer would be justified to buy, regardless of whether actual market con- 
ditions would warrant a price below or above VALUE. With certain special use 
properties, such as public buildings, churches, schools, etc., and with cer- 


tain other properties whose use is not readily measurable by rent, VALUE is 
determined from MAXIMUM VALUE less the depreciation accrued during the expend- 
ed useful life of the property. VALUE, whether determined from cost or from 
income, is the same in amount. 


The third important value, Market Value, represents the price that the 
property would bring as the result of a voluntary sale if the property were 
placed for sale on the market. 





Of these three values determined from prices in three different and dis- 
tinct markets, VALUE and MARKET VALUE are the most important and fundamental 
in concept. The former is the worth of a property from use and the latter rep- 
resents its worth to command money in exchange. MAXIMUM VALUE is of great im- 
portance, being a base or key value from which VALUE is often calculated; it 


is of more importance to the appraiser, however, than to the public. 


MAXIMUM VALUE 





In the determination of MAXIMUM VALUE, the appraiser must determine (a) 
the value of the land for its highest and best use and (bd) the estimated cost 
to reproduce the existing improvements under existing market conditions. 


The highest and best use of the land is its most 
HIGHEST AND BEST USE profitable use or that use which would create the 


greatest net return applicable to the land. In a 
great majority of cases, the actual development and use of the land is found 
to be its highest and best use. This is readily discernible to the experienced 
appraiser. In some localities that are undergoing a transition from an actual 
to a higher use, considerable study is necessary before the appraiser can 
reach a logical conclusion. 

There are several questions which the appraiser must answer to his own 
satisfaction before appraising land for a use higher than its actual use: (1) 
Is the land restricted in its use by deed or by zoning laws? (2) Does the 


proposed higher use appear to be the most logical and the most profitable use 
of the land after a detailed study of the location and its environment? (3) 
Do population growth or probable shifts in population and the surplus of like 
use space in the locality warrant the development of the land for this higher 
use in the immediate future or would they indicate such higher use in the dis- 
tant future? (4) Do current sales of similar land tend to justify the ap- 
praised value of the land for such higher use? Prices obtained in some period 
in the past or the present asking prices are not a true indication of present 
value. In general, only conclusions which are based upon reasonable probabil- 
ities should be drawn; the consideration of possibilities leads to wishful 


thinking. Highest and best use will be discussed in greater detail in specif- 
ic appraisals. 


The second item of MAXIMUM VALUE is the cost to 
REPRODUCTION COST reproduce the existing improvements or the cost to 
construct proposed improvements. The cost which 
the appraiser must determine is that estimated cost which would represent the 
lowest and best bid, had several competent contractors submitted bids to re- 
produce the existing improvements in the existing market. It is proper to add 
to construction costs such items as architect fees, taxes and insurance during 
construction, financing fees, etc., in estimating reproduction cost. Market- 
ing costs are usually not included as a part of reproduction cost, but in the- 
ory the inclusion is justified. The greater his experience and the closer his 
contacts with material and labor costs, the more accurate will be the apprais- 
er's estimate; however, it is well known that competent contractors' bids on 
identical plans and specifications in the same market show a large spread be- 
tween the high and the low bid. 


There are several methods in estimating reproduc- 

METHODS OF ESTIMATING tion cost. The most accurate method is that em- 

ployed by the contractor who takes off bills of 

materials, estimates hours of labor and secures bids from subcontractors on 

those parts of construction which require specialized skill, such as plumbing, 

heating, tile work, plastering, etc. This is a lengthy and expensive method 

and cannot profitably be used by the appraiser for general practice in his de- 
termination of MAXIMUM VALUE. 


The method next in accuracy is the unit cost method whereby the finished 
quantity of each type of construction is figured (such as foundation walls 
and brick walls, floors, partitions, etc.) and a unit cost applied to each. 
This is also a slow method and requires the appraiser to keep accurate records 
of unit costs for many types of construction. It is quite expensive if the ap- 
praiser uses this method exclusively in his appraisal work; however, it be- 
comes necessary to use this method in part when properties vary from normal 
types. 


One of the better books on the above two methods is the Building Estima- 
tor's Reference Book published by Frank R. Walker Company, Chicago, Illinois. 








A short-cut method is the application of a cubic foot cost to the actual 
cubic content of the building. The degree of accuracy in this method depends 
upon the care used in measuring the property and in estimating cubic content 
and upon the accuracy and appropriateness of up-to-date cubic foot costs pos- 
sessed by the appraiser. The American Institute of Architects has defined the 
standard cubic content of a building as follows: "The cubic content (cube or 
cubage) of a building is the actual cubic space enclosed within the outer sur- 
face of the outside or enclosing walls, and contained between the outer sur- 
faces of the roof and six inches below the finished surfaces of the lowest 
floors." This definition requires the cube of dormers, bays, penthouses, 
vaults, pits, enclosed porches and other enclosed appendages to be included as 
a part of the building. It does not include the cube of outside steps, cor- 
nices, parapets, open porches, balconies, fire escapes, paved terraces, etc. 


Another short-cut method is the application of a square foot cost to the 
number of square feet of building area. This method involves only two dimen- 
sions (width and depth) and, therefore, the unit square foot cost must vary 
with the height as well as with the quality of construction. The chance of 
error is too great, except with uniform height industrial buildings, to recom- 
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mend its general use. 


APPLICATION oo oe 
OF CU. FT. COST the cubic 


foot cost method to a one-story and 
basement brick bungalow containing 
five rooms and bath is given below to- 
gether with a floor plan and vertical 
section. 


Area of 
bldg. 32'-6" x 36'-7" = 1189 sq. ft. 
Chimney at 


ground 9" x 5'-6" « 4 sq. ft. 





Total Building Area «e 1195 sq. ft. 


Ht. Finished bsmt., flr. 


to top of ceil. joists 16'-6" 
Roof, Gable, 4 of 9'-0" 416" 
6" below bsmt. floor 6" 

21'-6" 


Total 1193 x 21'-6" 
Adjustment chimney 
above roof 36 cu. ft. 


25,700 cu. ft. 





Total Cubic Content 25,736 cu. ft. 





The roof as built was a gable 
type running the full depth of the 
bungalow. Its cubic content is deter- 
mined by multiplying the building area 
by one-half the roof height, or 4'-6". 
If the roof had been built pyramidal 
shaped, (sloping from all four sides 
and meeting at a point) the building 
area should be multiplied by one-third 
the height, or 3'-0". If a combina- 
tion of gable and pyramidal shaped 
roofs had been built, the building 
area of each type should be multiplied 
by one-half and one-third the height 
respectively. 


The measurement of the building 
and the calculations of its cubic con- 
tent require no special skill. In 
most cases the height of the building 
is the most difficult dimension to se- 
cure. (Counting the number of bricks, 
Shingles or siding in the gable end 
is often an aid in estimating roof 
height.) Occasionally a complex roof 
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design of hips and valleys requires time and study to secure the necessary da- 
ta. No special skill is required in making calculations as the mathematics 
involved are simple arithmetic and a slight knowledge of trigonometry and ge- 
ometry. 


With proper care in taking measurements and making calculations, the ex- 
perienced appraiser should be able to determine the quantity of any building 
as measured by the standard cubic content with a possible error not exceeding 


1%. 


There are no reliable data on cubic foot costs 
VARIATION IN CON- covering all types of properties to which the ap- 
STRUCTION TYPE COSTS praiser can readily refer. Even for a particular 
type of property, such as the bungalow, there is 
no fixed cubic foot cost for all bungalows of this general class. In illus- 
tration, the brick bungalow on page 208, with a cubic content of 25736 cubic 
feet, was actually built inthe St. Louis territory in 1936 ata cost of 
5,090, exclusive of garage, porches, walls, drives, etc., or at a cubic foot 
cost of 19.8¢. From the plans and specifications of this house and detailed 
cost data it was possible to divide the total cubic content into the following 
three sections and allocate the cost to each section. These results were ob- 
tained: 


Cu. Ft. Cost Unit Cost 





Basement volume from 6" below bsmt. flr. to bottom 
206 TOs DORs 8b wk HK Oe AK we /% 8,950 $ 840 9.4¢ 


Living space volume bottom lst flr. joists to top 
lst flr. ceiling joists, including heating, 





plumbing, electrical systems, etc. ....... 11,411 3,637 31.8¢ 
Roof volume, top ceiling joists to roof surface. . 5,315 613 11.4¢ 
TOTAL. . - «06 «© «© « « 25,736 $5,090 19.8¢ 


The great difference in cubic foot costs for each different type of cu- 
bic content within the one bungalow is significant. A different proportion of 
these three volumes in another bungalow of the same construction quality would 
give a different over-all cubic foot cost than the cost above. From these 
three volumes it is possible to estimate roughly a cubic foot cost of 25.3¢ 
for this bungalow without basement or to arrive at a different over-all unit 
cost if partial basement were used or if roof height were increased. The il- 
lustrations given make it quite evident that the appraiser cannot use a uni- 
form cubic foot cost for all properties of a particular type of same construc- 
tion quality. 


It has been our experience that the appraiser must establish his own cu- 
bic foot costs from data gathered on jobs actually constructed. Actual costs 
secured from contractors on several types of properties should be analyzed, 
studied and kept for ready reference as base or key costs from which adjust- 
ments for other properties can be made. The appraiser should keep fin close 
contact with the construction market, should be able to estimate construction 
costs from plans and specifications of proposed structures and of existing 
structures, should know kind and quality of building materials and construc- 
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are grouped into four classifications of material, four of labor Building material costs are indicated by the letter M; corresponding 
and three of overhead. A further breakdown of these groups is given | labor items, by the letter L. - 
i jetail below. Columns of the table are numbered, and a brief de- 
scription of the items included in each is 2n in the paragraphs be- *No labor items are hown in Column 10, Building Hardware, as they 
w. Paragraphs are numbered to correspond the columns described. | have already been included in Column 5, Millwork. 
" | Group D: 
Masonry: ement, sand, gravel, quick lime, hydrated iime, hard (8) Sheet Metal: Galv. iron (present) gutters, downspouts, flash 
wall plaster, face and common brick, fire brick, flue lining. ing. 
Tile Work: 44x 4# wall tile, ceramic floor tile, cap and base. (9) Electrical Work: Main switch, BX cable, switch boxes, recepta- 
3 cles, transformer, etc. No fixtures included. 
finished Lumber: Columns, beams, floor and ceiling joists, in- (10) Nails and Hardware: >ommon and wire nails, bolts, damper, ash 
terior and exterior studs, rafters, bracing, etc. | doors, finish hardware. 
od Lumber: Sub-flooring, sheathing, beveled siding, fin- (11) Painting: White lead, linseed oil, turpentine. 
e 3, asphalt shingle roofing, roofing felt, tar paper, shut- (12) Miscellaneous: Metal and wood laths, corner bead, insulation. 
t » ete. | Group E: 
Millwork: Windows, doors, trim, kitchen cabinet, stairs. | (13) Overhead ani profit of subcontractors in plastering, metal work, 
t 73 | heating, plumbing, electrical work and tile work. 
(¢ " Heating: Boiler, insulating jackets, fittings, tools, pipes, { (14) General contractor's profit. 
ctions, valves and radiation. | (15) Missouri sales tax (now 2% on materials), old age and unemploy- 
lumbing: Soil pipes and connections, stack, water pipe and con- | ment tax (federal and state), liability and employees 'compensation in- 
,» lead oakum and bathroom fixtures; hot water heater and tank | surance, fire and tornado insurance, completion bond. 
ished by others. (16) TOTAL CONSTRUCTION COST. 
GROUP A GROUP B | GROUP C | GROUP D GROUP E || TOTAL 
| 
(1) (2) (3) (4) (5) (6) (7) (8) (9) (1 (11) (a2) | (23) }(24) |(a5) |} (26) 
| | 
| MM L u L {| M L | M L M L {| M L M L M L | M L M M L M L 
$343 $388 |$ 24 218 $101|$428 $134 |$350 $121|$152 $136] $110 | $65 $12/$36 $49 | $59 * | $16 $ 64/$ 51 $18 | $248 /$337|$132 || $3833 
” 362 388 2 101} 415 134) 349 121] 14 0 59 12| 32 49/ 59 1¢ 64 50 18 248| 337/ 132 || 3833 
| 360 388] 24 108] 373 145] 329 131] 152 116] 68 12| 38 52| 64 17 6] 48 19] 257) 337] 135 3839 
366 396} 24 108] 4% 14 363 131] 203 116 | 101 2/55 5 ¢ 22 69; 59 19] 295| 375] 142 4269 
45 € 413] 25 109| 500 146] 396 132] 244 122]108 12] 59 54/11 26 69] 6 19; 325] 418} 152 4749 
Ete) 421 | or 6| S7 l 143 | 320 152} 3590 124 9 14 5° 54/118 ae 7 7% 21 ae 4s7 16% 5188 
) |} 624 453) 25 128] l 154} 290 160] 349 130] 83 15] 45 57/113 31 «6 81] 112 23) 342) 566) 187 6409 
42 463] 2 83 | 24311030 220] 305 184} 372 150 83 21) 46 66/147 36 116) 132 32 366| 677! 227 7678 
674 501| 2 188} 2 50€ 225 273 192| 460 156€ 64 22 4 69 >4 3( 119; 104 33 37% 531/ 21° 6604 
609 506| 2 174| 703 232| 571 209] 258 204] 433 166] 64 20] 3 3| 79 111 31 | 370] 536| 205 6102 
3 || 633 576] 25 21] 410 200] 793 268] 551 242] 267 227| 430 184] 70 23] 38 81) 94 28 128] 90 36] 407| 582] 228 6634 
4 618 703] 251 108] 401 246] 779 328] 492 296] 274% 277| 388 2024 64 28! 35 100! 97 35 156 37 «44 | 6527) 656! O74 7487 
) 606 684] 251 108} 7¢ 251 732 Z20 472 3021 273 256 381 207 68 29 27 921 BO a7 159 Qz ye 508! 658! 267 7280 
: 506 053) 251 108 | 379 240} 732 320| 432 288] 264 244! 381 197] 69 27/| 37 87) BE 36 152} 83 43] 499| 617] 254 TO4E 
56° 621 | 251 108 354 228 71° 204 25,2 e7e 251 184 39° 159 67 2€ 27 66 Qh 2% 14° Q 4] 460 582} 237 663 
| 
é 63 541] 208 97/ 406 184) 644% 244) 377 220) 261 184! 382 151 71 21); 39 66) 8 31 1l¢€ 74 32 438) 544) 213 6194 
565 541] 185 97] 360 184) 687 244) 384% 220] 270 184) 385 151 82 21| 45 66! 89 3 iM a @ 438) 545) 213 6210 
474 422) 185 97] 340 135) 655 181 31 164} 251 140; 341 114 71 18 39 «+50! 72 33 87; 211 24 380| 479! 17° 5449 
411 342] 155 57] 313 108) 594 145] 25% 131] 226 112 | 322 91 58 12/ 32 4 61 31 70; 198 39 317; 412) 14€ 4680 
438 342] 139 51] 268 108] 532 145| 269 131] 210 112| 286 91 50 12| 28 40} 60 28 70] 199 39] 295] 395| 142 4482 
| 
33 457 342/130 51) 355 108] 562 14 344 131} 208 112) 270 91 52 12/] 28 40] 54 ae 7O; 214 39 291/| 413) 14€ 4693 
234 40 342] 122 51) 439 105 fa 14 4 131| 234 112/| 279 91 55 12 aC 40 63 2¢ F 222 39 299 466 154 5279 
2, 508 422/111 67] 399 35| 638 181] 523 164| 236 140} 292 114] 43 15| 24 50) 62 26 87| 229 47 300; 481) 174 5469 
193¢ d€ 90} 111 67} 364 159] 6 209 | 494 188] 255 160] 301 131] 50 19] 28 57! 59 27 98} 221 53 344) 505] 239 5791 
3 5121111 67{ 395 186] 742 2451578 221] 247 160] 326 141 54 22) 29 57/| 64 341 104! 226 53 363| 544) 310 6291 
| | 
Ja 193 500 428/103 67] 369 162| 693 210/591 189] 255 160] 313 134 | 48 19] 26 57!/ 68 29 8B} 223 «42 344) 512) 315 5946 
Ap 1938 || 500 428| 103 67| 343 162| 633 210/592 189] 231 160] 305 134] 45 19] 25 57| 68 27 ~—s«#88 42) 335) 490) 310 5ToC 
93 516 428] 103 67) 343 162] 631 21 549 169] 239 160! 285 134 | 4s 19; 25 57) 64 27 85; 221 42 328) 459); 301 5703 
1938 516 417 103 67); 343 142; 631 1 | 550 167] 239 160; 283 134 48 17!) 26 57] 64 28 88) 221 42 326) 464) 2g¢ 5634 
| | } } | | | | 1] 
Ja 1939 515 4171103 77) 353 142] 642 185] 525 167 | 23 iol 284 134 49 17] 27 7{ 64 28 88; 192 42 329 | 462) 297 5615 
Ap 1939 |} 510 561 | 103 77/345 164/] 644 ;¢ 509 198] 239 160] 267 134 | 48 19] 2¢€ 64 29 (i1ié€ 192 61 3481 507! 329 592¢ 
239 516 561|103 77) 346 164! 639 508 198] 239 160] 271 131] 46 19) 2¢ 7} 64 29 116; 191 61 346/ 507| 329 || 5923 
739 510 561/;]103 77] 395 164 | 713 219] 509 1 239 160 | 285 131] 52 19] 29 C 3 11¢ 193 61 353) 522) 335 6096 
| | 
a 194 10 538 - 77 | 374 158] 679 21 67 195] 236 160] 282 131| 58 17] 32 57] € 30 93| 193 61] 352] 516] 327 |} 600 
a 4 10 538 | 103 77] 371 158| 651 215] 566 195 236 160] 285 131 63 17) 35 57) © 30 93; 193 61 352| 516) 327 6004 
J : 10 538/103 77] 371 158] 651 215] 566 195] 236 160| 285 131 63 17) 35 57) 6 30 «= 93) 193 61 352| 516| 327 || 6004 
Ag ‘) 556 103 77 415 158 730 2 604 19 236 160 285 161 63 17 31 57 66 40 Q% 201 69 461 540 440O 6275 
194 10 556 | 145 77/448 158] 736 215] 604 195/ 236 160; 301 161 63 17) 31 7; o€ 3 93; 195 6&9 379 | 551) 345 6400 
194 10 5421145 86] 494 162] 763 218] 628 197| 254 160| 294 161] 63 17| 31 57| 66 32-93) 203 75 385| 564] 351 |} 6551 
N 1940 10 542/14 86} 493 162) 805 218) 646 197] 254 160] 295 161 62 17| 27 57) Of 42 33; 203 75 385 569) 351 6611 
D 1940 510 740] 145 86] 493 182) 805 243] 645 219] 242 160; 266 161 62 19] 27 58) 66 32 104) 203 78 380| 585} 375 6786 
| 
| | } 
Ja +1 1 640 | 145 86/} 493 182] 808 243| 645 219; 242 160; 266 161] 62 19/] 28 5 67 43 104| 203 7t 585| 375 ! 6797 
F 1941 15 639/145 86/493 182] 753 243] 633 219| 251 180| 269 149] 62 19| % 69 131/ 203 78 f re 6789 
Mr 1941 || 487 639] 145 86) 465 182] 748 243| 633 219] 251 180] 269 149] 62 19| 28 63] 69 33 131| 202 79 77| 374 || 6721 
Ap 1941 || 487 639/159 86| 463 182] 771 243| 633 219] 251 180| 274 149 | 62 19] 28 63| 6&9 33 131) 202 79] 396! 581| 376 || 6775 
My 1941 || 508 539] 159 86| 448 197] 732 265) 635 240] 250 180] 274 149 | 62 19| 23 63) 7% 33 131| 205 79| 306] 585) 381 6811 
Je 1941 || 510 639/159 86| 441 201] 785 268] 635 242) 250 180] 274 149 | 73 19] 25 63] 7% 33 131] 203 79 396| 591| 384 6888 
J1 1941 510 650 | 159 86/ 553 22 802 279} 635 2 250 180| 274 149 90 19] 27 63] 72 34 131 20 79 396; 613) 39 7142 
Ag 1941 510 650/159 86| 574% 220] 845 279] 689 252] 262 180] 292 149 ) 19| 27 63) 72 34 131] 220 79 406/| 629/ 400 7317 
$3 61941 514 678/159 86! 563 226] 86 303 | 689 274] 262 200] 289 187] 106 29] 33 72 "9 3 131; 221 79 433) 649/ 422 7584 
: 941 || 514 678] 159 86| 544% 226] 861 303] 689 274] 262 200] 289 187/106 29| 34 72] 80 35 145! 227 79] 433] 650] 422 7584 
N 1941 514 678| 159 86) 535 226| 866 303] 689 274 | 262 200] 289 187 | 106 29} 39 72! 79 35 145| 227 79 433) 65C 22 7584 
D 1941 514 678) 159 86) 535 231) 847 305] 689 e275 262 200| 298 187/106 29| 44 72] 79 ¥ 145| 229 79 434) 651) 423 7592 
} } } | | 
Ja 1942 14 696/175 86| 536 231| 854 305| 689 275| 262 200] 314 187| 64 29| 48 721 79 35 145!) 229 81/ 431] 653] 423 7617 
F 1942 14 696/175 86] 540 231] 868 305] 715 275] 262 200] 324 187 64 29] 49 72} 75 37 145) 229 81 433| 660] 424 || 7682 
Mr 1942 520 696/175 86; 540 231] 874 305/715 275] 262 200| 323 187 64 29] 49 38 145) 229 81 433] 661] 424 || 7695 
Ap 1942 520 696/175 86) 547 231) 876 305] 715 275] 273 200] 317 187 64 29) 50 38 145) 229 81 433) 663) 424 7712 
My 1942 Se «6 1175 86! 580 233] 874 307/715 276! 273 200] 317 198 72 29 50 38 145/ 229 61 442] 668] 428 | 7772 
Je 1942 520 696 TF 86/| 540 233)! 874 307 | 715 276) 273 200 | 317 198 | 72 2} 50 ; 38 145 229 75 436 | 668 | 428 \| TT47T 




















tion details and should recognize the class of workmanship that is called for 
in specifications or that is used in an existing structure. 


Properly kept cost data, intelligently used, should permit the experi- 
enced appraiser to estimate reproduction cost with an error not exceeding 5%. 
During the examination of the property the appraiser must gather all necessary 
information concerning the kind and quality of the construction so that he may 


estimate the cubic foot cost applicable to the particular building in ques- 
tion. 


On page 210 is shown our Work Sheet II covering the aforementioned bunga- 
low. Most of the data necessary to estimate reproduction cost are briefed on 
this form. The total reproduction cost is determined for the year 1936 in the 
sum of $5,740. This cost includes garage, front and rear concrete stoops, 
concrete walks and financing fees, etc. 


Because of changing market conditions of both ma- 

CHANGES IN MARKET COSTS terials and labor, construction costs are con- 

stantly undergoing change. The cubic foot cost of 

the aforementioned brick bungalow had increased from 19.8¢ in 1936 to 25.3¢ 

per cubic foot by June 1942, and the total reproduction costs, as estimated on 
Work Sheet II, from $5,740 to $7,295. 


The regular check on changes in construction costs due to changes in the 
construction market is an important part of the routine work of the appraiser. 
The table on page 211 shows the fluctuations of construction costs of a two- 
story frame house from 1913 to June 1942. The costs are estimated monthly on 
this "guinea pig" house from prices of both materials and labor and from bids 
from subcontractors on all special items such as heating, plumbing and elec- 
trical systems, etc. This is the most accurate method of estimating cost of 
construction mentioned on page 207. It will be noticed that the cost of this 
house increased from $5,791 in 1936 to $7,747 in June 1942, or 33.5%. This 
is excellent material when used as an index to indicate the fluctuations of 
construction costs of a two-story frame house. It should be noted that while 
the frame house increased 33.5% from 1936 to June 1942, the cost of the brick 
bungalow increased 27.0% during the same period. This is because lumber had 
a@ greater increase in price than other building materials. 


If it is assumed that the land on which the bungalow was built had a 
value of $1,500 in 1936 and also in June 1942, the MAXIMUM VALUE of the bunga- 


low in 1936 was $6,930 and in June 1942, $8,795, regardless of the year in 
which the bungalow was built. 


If there were no depreciating influences in connection with the property 
itself, or with its environment, these MAXIMUM VALUES for the property built 
new in 1936 and in June 1942, would represent the VALUES of the property at 
those dates. The method used above, while applied to the small bungalow for 


purposes of illustration, is the same for all types of properties regardless 
of size. 
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ACCRUED DEPRECIATION 


In Bulletin No. 1 MAXIMUM VALUE was briefly de- 

DEPRECIATION scribed and was determined for a specific brick 

bungalow of five rooms and bath. A MAXIMUM VALUE 

of $8,795 was estimated for this bungalow for June 1942, regardless of whether 

it was built at that date or at some former date. If built in June 1942, the 

VALUE of the bungalow would be equal to its MAXIMUM VALUE, unless there were 

found some detrimental influence which permanently impaired the full useful 
purpose for which it was built. 


The fact that the VALUES of the vast majority of properties are less than 
their MAXIMUM VALUES requires a study of the nature and causes of these losses 
which in real estate appraising are designated depreciation. 





Depreciation can be defined as the permanent loss in MAXIMUM VALUE re- 
& sulting from adverse influences which permanently impair the physical, func- 
tional or economic status of a property. This permanent impairment of full 
use as measured by MAXIMUM VALUE is reflected in permanently lower present and 
expected net income caused by lower rents or higher expenses or by both. The 
term "permanent" is used in the sense that depreciation is not a temporary 
condition which will correct itself with the passage of time, but is of such a 
nature that it requires the expenditure of capital and labor to lessen or 
partly remove it by remodeling, rehabilitation and modernization of the prop- 
erty itself, and in some cases by restoring the surrounding neighborhood. 


There is some divergence of opinion in the class- 
CLASSIFICATION ification of the causes of depreciation. The 
terminology manual of the American Institute of 
Real Estate Appraisers groups the causes’ under the following headings: (a) 
Deterioration; (b) Functional Obsolescence; (c) Economic Obsolescence. While 
it is realized that any particular classification is not of vital importance, 
we feel that the following classification permits a better understanding and 
fits all types of properties in the field of commercial appraising. All of 
these causes of depreciation are economic in that they lower desirability and 
reduce present and expected net income. The classification used in these 
studies is briefly outlined as follows: 





1. Faulty Construction. Faulty subsoil or improp- 
€ PHYSICAL DETERIORATION er construction in some cases results in sudden 

deterioration of a serious nature which is often 
difficult to remove. Many homes have suffered from this subsoil defect after 
many years of successful service. Cheap original construction is the cause of 
high operating and maintenance costs and results in rapid deterioration. 




















2. Wear and Tear from Time, Use and the Action of the Elements. Depre- 
ciation from normal wear and tear and from the action of the elements is a 
slow process with well constructed properties when properly maintained. There 
are many homes in this country well over 100 years old and many in Europe sev- 
eral centuries old which are still in use. The physical lives of well con- 
structed properties when properly maintained would be very long if deteriora- 
tion were the only adverse influence. Age alone is not the controlling factor 
in estimating the amount of physical deterioration. 





1. Disused Type or Style. Progress in construc- 

OBSOLESCENCE tion techniques and changes in architectural de- 

sign and treatment may cause buildings of some 

‘former period to lose desirability. Freakish designs or fads of the past be- 

come out of date ina comparatively short time, while some of the earlier 

types of homes, such as Colonial, because of their simplicity, beauty and ef- 
ficiency are still considered modern and retain their desirability. 





2. Excess Capacity. Excess in structural capacity or in the layout and 
capacity of usable space is a cause of obsolescence. Thick bearing walls, ex- 
cessive size of rooms, high ceiling heights, overly wide corridors and exces- 
Sive lobbies, many-storied industrial plants and other kinds of past excess 
layout and capacity are undesirable in comparison with modern design. Such 


excess capacities are costly to reproduce, command lower rents and necessitate 
higher property expenses. 





3. Obsolescent and Inefficient Equipment. Obsolescent equipment may be 
undesirable because of appearance, inadequacy to modern needs or inefficient 
operation when compared with the modern. The appearance of heating, plumbing, 
wiring and elevator equipment often is the most noticeable earmark of obso- 
lescence. In some cases the lack of air conditioning, insulation, etc., is 
becoming a cause of obsolescence. 





The three foregoing items of obsolescence are features which in a past 
period were considered proper and in keeping with the development and design 
of that time. Changes in taste and needs and advancements in methods, designs 
and efficiency cause the old to become out of date and undesirable. 


The next three items of undesirable design probably could be considered 
as factors of obsolescence but are treated separately because they are not the 
result of out-of-dateness but are due to properties' being poorly conceived as 


to layout, adequate livability and salability. These features may be found in 
new as well as in older properties. 


1. Inadequate Land Layout. When the position of 

UNDESIRABLE OR the improvements in relation to the site provides 

INADEQUATE USE inadequate front, rear or side yards with air 

space between adjoining properties insufficient 

for their type, there is a resulting loss in value due to misplacement. Lack 

of parking space for certain types of retail outlets and theaters lowers the 

desirability of such properties. Washington, D. C. now requires off-the-street 
parking space on all new residential construction. 





2. Inadequate Livability. Inadequate livability often is found in new 
properties. Such features as inconvenient arrangement of space, lack of proper 
ventilation, insufficient closet space and wall space and all other features 
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of poor design which make the property less desirable to live or work in, 
and thereby reduce rent, are factors of inadequate design. 


53. Inadequate General Use. Inadequate general use is applied to those 
parts of properties which were built to gratify individual taste and which 
cannot be rented or sold to others although highly prized by their owner. Ex- 
pensive fixtures, costly decorations, monumental features, unusable space, 
etc., often referred to as "individual whims,"are subject to great or complete 
loss from depreciation. 





Likewise, some special-use properties which become of no further use to 
their owners often have no general use and, therefore, lack rentability and 
suffer great loss in value from inadequate general use. Often the cost to re- 


model such properties for general use is greater than their proposed use would 
warrant. 


The loss in value due to inadequate capacity which applies principally to 
public and semi-public properties, such as thoroughfares and bridges, munici- 
pal utilities, service buildings, equipment, etc., is used more in the deter- 
mination of fair value for rate-making purposes, which is not covered in the 
present series of bulletins. When such properties are sold in the market they 
are treated as special-use properties. 


4. Inadequate Land Use. When the land is improved for a use nonconforn- 
ing or inadequate to the highest and best use for which the land is valued, 
the improvements suffer loss in value from inadequate land use. Such improve- 
ments may be originally misplaced or may become inadequate because of social 
changes or changes in restrictions. Assessors generally neglect to allow for 
this loss in appraising assessed values. 





The following groups of influences concern not the property itself but 
the relationship of the property to its environment. When a property has an 
environment which is detrimental to its type and use, the property suffers 
loss in desirability. A misplaced improvement, whether originally built ina 
nonconforming environment or whether the environment has changed and become 
nonconforming, is often the cause of great depreciation in any type of proper- 


ty. 


1. Inaccessibility. The lack of proper accessi- 

ADVERSE ENVIRONMENT bility for particular types of properties causes 

depreciation of value. Inadequate access to mass 

transportation, churches, schools, stores and places of employment would be a 

depreciating influence for the cottage and small bungalow but would probably 

not affect the more pretentious home. Adequate accessibility necessary to 
profitable use is a requisite for all types of properties. 





2. Adverse Surrounding Uses. The lack of congruity or harmony of prop- 
erties and uses in a neighborhood affects many properties adversely and is the 
cause of depreciation. The encroachment of railroads, industrial plants with 
their odors and noises, and other nonconforming uses is a detrimental influ- 
ence to most residential use. 





3. Adverse Purchasing Power. When a property and its use is incompati- 
ble with its surrounding standard of living or purchasing power, it suffers 
from one of the most important causes of depreciation. The encroachment of 











racial types considered objectionable, the advent of families of a lower stand- 
ard of living in a good neighborhood, constitute the beginning of blight. The 
pretentious home in a neighborhood with low rental values, the commercial ga- 
rage on a minor street in a neighborhood with low car ownership, the well con- 
structed office building in an off-location, etc.,are properties which are in- 
compatible with the surrounding purchasing power and result in loss in value. 


"Accrued Depreciation" is the total portion of MAXIMUM VALUE lost from 
all depreciating influences which have accrued during the expended useful life 
of a property. It is distinct for each individual property and is not a func- 


tion of age. Each property must be studied and the portion of MAXIMUM VALUE 
lost estimated in each case. 


It is realized that this classification is not complete but it does cover 
most of the causes of loss from depreciation for practically all types of 
properties in the field of commercial appraising. The appraiser should always 
designate the exact cause for which he applies depreciation. It is believed 
that the foregoing classifications permit a more accurate estimate of the kind 
and amount of depreciation for each particular property. 


Accrued depreciation is expressed in dollars and is the amount deductible 
from MAXIMUM VALUE in order to determine VALUE; this procedure is called the 
cost approach to VALUE. It will be noticed that depreciation is primarily a 
loss suffered by the improvements as measured by reproduction cost, because 
the other two items of MAXIMUM VALUE, namely the value of the land for its 
highest and best use and other unique values, represent their existing status. 
It is best to think of loss from depreciation as a part or percent of repro- 
duction cost instead of a dollar amount, since it is quite possibie for the 
percent of depreciation to increase while the dollar amount will decrease when 
construction costs experience a marked drop in a relatively short period. 





Practically all single-family dwellings, also most service properties 
such as churches, schools, government buildings and other properties whose use 
is not readily measurable by rent, are appraised solely by the cost approach to 
VALUE. Some of our courts seem to prefer this method of determining VALUE in- 
stead of the income appraoch, which will be discussed ina later bulletin. 
Assessors use the cost approach almost entirely in fixing assessed values. 
However, it is considered good appraisal practice to use not only the cost ap- 


proach but to use both the cost approach and income approach tn all appraisals 
where it is possible to do so. 


We realize the brief description of the different kinds of depreciation 
is inadequate for their application to specific properties. In future bulle- 
tins actual appraisals of properties will be given to illustrate the applica- 
tion of the different kinds of depreciation. 


#3. Kaanck M.A.I. 
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MARKET VALUE 


The purpose for which VALUE is determined is not a 
RIGHTS OF OWNERSHIP material factor to be considered by the appraiser. 

There can be only one conclusion reached as to the 
VALUE of a particular property, regardless of the method used in forming an 
| opinion or the reason for which the appraisal is to be used. VALUE is basic 
in concept and represents that sum, expressed in dollars, which measures the 
usability of a property. It represents the estimated economic significance of 
that first basic right in the private ownership of property whereby the owner 
| is granted the unmolested legal use and the full enjoyment of all benefits and 








returns springing from such use. 


The second basic right of private ownership grants to the owner the dis- 
| cretion to exchange the property for money or for other properties or things 
considered of value. The estimated economic significance of this second basic 

€ | right whereby the owner exchanges the property for money is measured by MARKET 


VALUE. It is evident that VALUE and MARKET VALUE measure the usability and 
salability respectively of every real property. These two values are basic in 
the private ownership of all properties and are not synonymous in concept or 
in meaning. They are as distinct as the cost of production of a commodity and 
its sale price in the market. 


In Bulletin I, MARKET VALUE is defined as_- that 
MARKET PRICES price which would result from a voluntary sale if 
the property were placed for sale in the market. 
A sale need not be inferred or involved or even be under consideration when 
the appraiser estimates the MARKET VALUE of a property. A market is merely 
the place or the means by which market prices are established by actual sales 
between buyers and sellers in open competition. The real estate market is un- 
like other markets in that each unit of sale is fixed in location and has its 
own distinct utility; therefore, sales must be made principally in local mar- 
kets and must be negotiated between buyer and seller for each particular prop- 
erty. Real estate brokers and salesmen are important cogs in real estate mar- 
kets of exchange in bringing buyers and sellers together and in negotiating 
sales. Such markets lack dispatch but are well equipped to establish market 
prices in a reasonable period of time. 


Market prices of real properties fluctuate according to the unvarying 
economic laws of supply and demand in the same manner as all other commodities 
ge and services. The supply of real estate is more stable than demand and it 
takes longer to augment supply when and where demand requires. Supply once 
provided during favorable periods remains a threatening surplus in unfavorable 
periods. Demand is much more flexible than supply because it is formed by (1) 
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desire and (2) the ability to gratify this desire. Therefore, demand expands 
and contracts as economic conditions enlarge and lessen the ability to gratify 
desire, although increased desire from population growth is an important fac- 
tor in increasing demand. 


It was found after a careful check of the records 

ACTIVITY CYCLES that during the past 92 years alternating periods 

of active and inactive market conditions have oc- 

curred with startling regularity in cycles averaging 18 years in length. The 
chart at the bottom of the page gives the cyclic changes in the number of vol- 
untary transfers during the past 92 years representing the average of 36 met- 
ropolitan areas. Because residential transfers compose the larger part of to- 
tal transfers the chart represents more closely the variations in residential 
activity than in other types of properties.The variations in each metropolitan 
area differ from this average but generally follow the same pattern. The nunm- 
ber of voluntary transfers at the peak of activity is about four times the 
number at the bottom of inactivity. It will be noticed that active and inac- 
tive periods continue for many years at a time. During the active periods 
market prices are generally high because of a favorable demand to supply ratio 


and during inactive periods market prices are generally low because of an un- 
favorable demand to supply ratio. 


Markets possess the means to adjust market prices when economic condi- 
tions become unbalanced. High market prices tend to restrict demand and bring 
more properties for sale in the market; low market prices tend to stimulate 
demand and withdraw properties from the market. Thus the safest cure for high 
prices is high prices and for low prices the cure is low prices. 


In our present war emergency markets have lost 

INFLATION AND RENT CONTROL their ability to adjust price levels. With a na- 

tional income now running about $104 billion an- 

nually and with the supply of available consumable goods constantly shrinking 

in amount, the pressure to force prices to continually higher levels is a con- 

stant threat which price ceilings alone cannot entirely allay. It is believed 

that the only safe plan to remove the threat of inflation is to freeze all 

prices and wages, to soften demand by siphoning off some of the national in- 
come, and to spread supply by rationing when shortage occurs. 


It is reported that since rent control, residential sales have increased 
materially in Canada with stiffened prices. It is evident that rent control 
in itself had little to do with it but that a high demand to supply ratio in 


certain war effort centers was the reason. The same effect will occur in this 
country. 


Market prices can be only those cash sales which 

ELEMENTS OF MARKET PRICE are voluntarily made in an actual real estate mar- 

ket. Cash sales are those sales in which the sel- 

ler receives the equivalent of cash for his property and does not take as part 
payment other properties, a purchase money mortgage, second mortgage, etc. 





A sale is considered voluntarily made when the seller or buyer makes his 
choice to sell or buy a property under existing market conditions, regardless 
of those many unrelated circumstances which may have caused him to reach his 
decision. It is only when a quick sale is vital or the seller has no choice 
(e. g. a sheriff's sale, etc.), or when a buyer must buy a strategic property 
regardless of its price, that such sales can be considered involuntarily made. 


All sales prices, even when made voluntarily and for cash, are not market 
prices unless they are made under existing market conditions. They may be 
above or below the market level. When the sale prices of comparable proper- 
ties represent a measure of their respective utility under the same market 
conditions, such sale prices represent market prices. By utility is meant the 
usefulness determined from location and environment, size, design and con- 
struction quality and the extent of accrued depreciation. 


The appraisal of MARKET VALUE of any property re- 

MARKET VALUE quires a study and analysis of the market prices 

of comparable properties actually established in 

the market. The appraiser must be familiar with market conditions affecting 

the type of property to be appraised, he should study all sales actually made 

and, if necessary, examine the properties sold making records for ready refer- 

ence so that comparisons and adjustments can be made. There are no short-cuts 

in the appraisal of MARKET VALUE. A competent job requires sales experience, 

constant investigation, contacts and study to gather reliable information con- 

cerning sales and years of appraisal experience to make the proper comparisons 
of properties with differences in utility. 


There are many who feel that MARKET VALUE is the only measure of the 
worth of any property or thing, or that the price a property will bring in the 
market (market price) measures its entire economic significance. Others feel 
that VALUE is of major importance and that MARKET VALUE deserves only minor 
consideration because it is based on the vagaries of the market. 


It should again be mentioned that the definitions and procedure given in 
these studies are applicable to the field of appraising for commercial pur- 
poses which deals with actual markets where properties are built, financed, 
rented and sold. MARKET VALUE as defined and discussed in the present study 
represents the meaning of this basic concept of value accepted by all inter- 
ests actually operating under our economic system of private ownership and 
freedom of enterprise. 


Definitions and appraisal procedure by statutes 
MARKETS FOR LEGAL PURPOSES and our courts cover only those properties which 

come into litigation. The due "process of law" 
Clause, basic in all legal procedure for condemnation, rate making, etc., has 
added in some degree the influence of justice, normality and fairness which 
actual markets often do not possess. Therefore, we find in legal procedure 
such values as Full and True Market Value, Normal Market Value, Fair Market 
Value, etc., which may be entirely fictional at the time the appraisal is 
made. One of the most complete and outstanding treatises on appraising for 
different legal purposes is The Valuation of Property, by Dr. James C. Bon- 
bright. 





It is quite unfortunate that the American Institute of Real Estate Ap- 
praisers in its terminology manual departs from the accepted usage of MARKET 
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VALUE and defines it unqualifiedly as a juStified and warranted price between 
a@ buyer and seller, both of whom are fully informed, intelligent and willing. 
Of course, such a market is not only non-existent but fantastic. The two 
foremost appraisers in the country could not qualify as buyer and seller pos- 
sessing full information under such a definition. 


VALUE and MARKET VALUE have no fixed relationship 

VALUE AND MARKET VALUE to each other for all types of properties under 

all market conditions. When the economic forces 

of supply and demand are in true balance in a sufficient market, MARKET VALUE 

and VALUE are equal in amount. Only under such conditions can MARKET VALUE be 

considered a true measure of VALUE and only then can the full VALUES of such 
properties be considered liquid. 


When supply and demand become out of balance, MARKET VALUE may become too 
great or too low a measure of VALUE, depending upon market conditions existing 
at the time. It should be noted that when MARKET VALUE is below VALUE, this 


loss in value, being of a temporary nature, cannot be considered depreciation 
as defined in Bulletin 2. 


The difference between VALUE and MARKET VALUE indicates the liquidity of 
@ property under the market conditions existing at the time. The more highly 
specialized and individual the use of a property, the less its liquidity under 
most market conditions due to restricted demand. On the other hand, the more 
general the use, the greater the liquidity as is the case with small single 
dwellings and purely investment properties designed for general use. Large 
pretentious dwellings built mainly to suit individual taste generally can be 
sold at only a fraction of their value. It is reported that a large residen- 
tial estate in New York State costing several millions of dollars’ te build 
could not be sold or given away because all demand for such a property was de- 
stroyed by excessive income taxes. If such excessive taxes on higher bracket 


incomes become a permanent government policy, such properties will lose their 
entire VALUE. 


The FHA insured loan with its high percentage loans, low interest rate 
and long amortization period, brought into the market many persons formerly 
not considered prospects for home ownership. While such an innovation stimu- 
lated new residential construction as was its original purpose, it also re- 
stricted the demand for older dwellings which could not be financed on the 
same favorable basis and thereby lowered their MARKET VALUES. 


Because these two basic values are so often different in amount, the ap- 
praiser should always estimate both VALUE and MARKET VALUE whether the proper- 
ty is a small cottage or a pretentious skyscraper. The appraisal of only one 
of these values does not give a complete picture of any property which owner- 
ship should have. The prospective seller or buyer should know whether the 
sale price would be above, at or below the real worth of the property ap- 
praised. The mortgage banker is vitally concerned with the value of the prop- 
erty as an investment and also with the extent of its liquidity. 


a. #3. Kiaanck M.A.I. 
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REAL PROPERTY INCOME 


The method used in estimating VALUE by deducting 

INCOME APPROACH accrued depreciation from MAXIMUM VALUE, referred 

to as the cost approach, is only one process by 

which the appraiser reaches his opinion. However, there cannot be a different 

opinion of VALUE for any particular property if some other sound procedure is 

used such as the income approach. Any difference would merely indicate that 
errors in assumption or calculation were made in either or both methods. 








The income approach is perhaps’ the more logical method because VALUE in 
concept indicates the value created from use which in turn is measured by in- 
come. The income approach to VALUE follows the definition very closely as 
being that capitalized sum which represents the present worth of all future 
benefits and returns reasonably expected from the property during its estima- 
ted remaining useful life. It is logical that the essence of VALUE is future 
use. The purchaser of a dwelling is interested only in its future use and en- 
joyment as a home; all investments are made for future returns. Certainly 
past cost or past benefits do not create present VALUE. 








There are many who scoff at any method which includes forecasts or the 
estimate of future probabilities, but forget that any capitalization processes 
necessitate future assumptions. The simple capitalization process of dividing 
a return by a capitalization rate assumes’ the continuance of such return for- 
ever into the future. While it is realized that nothing man-made is certain 
and that anything is a possibility, the appraiser must be qualified to reach 
sound conclusions on future probabilities, based upon his experience and upon 
his knowledge and analysis of economic conditions and the resulting behavior 
from social and economic trends. 


The steps to be followed in appraising VALUE by the income approach are: 
(1) to estimate the present annual net income applicable to the real estate; 
(2) to estimate the annual net income applicable to the real estate from the 
future use of the property; (3) to estimate the extent of the remaining useful 
or profitable life of the property; (4) to establish the proper capitalization 
rates applicable to the locality and type of property appraised; and (5) to 
calculate the present money equivalent of this annual net return to be re- 
ceived for the determined period in the future. 





The first four steps require investigation, study and analysis before a 
conclusion can be reached, but the last step is usually a simple mathematical 
calculation. The first step once determined can be used as a base from which 
the second step can be estimated. Annual net income involves two of the most 
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important factors in connection with income properties, namely (a) rents and 
(bo) property expenses. 


Rent is the price of possession and use estab- 

RENTS lished between owner and tenant. On account of 

changing market conditions caused by changing 

demand to supply ratios, the level of rents changes, rising to high levels in 

periods of scarcity and to low levels in periods of surplus. Residential 

rents experience changes to high and low levels in cyclic swings somewhat sim- 

jlar to the activity cycle shown in Bulletin 3 which gives the average of 34 

metropolitan cities, although the intensity of change varies for each city, 

depending upon local conditions. The demend to supply ratio for the use of 
other types of properties controls their rental levels. 


It is, therefore, necessary for the appraiser before he can estimate the 
present full use income of a property to first determine the market level of 
rent. The "market rent" measures the use of a property or unit of space in 
comparison with the use of like and competing properties or units of space in 
the existing market. A comparison of the utility of properties or rentable 
units is often quite involved. By utility is meant that usefulness which is 
controlled (1) by the location and environment of the property; (2) by the 
size, design, construction quality of the improvements; (3) by the extent of 
accrued depreciation; and (4) by the services furnished in addition to posses- 
sion and use. 


It has been our experience that a casual examination of properties and 
the acceptance of schedules of rents and expenses submitted by the owner or 
agent are not a sufficient basis to estimate full use income. Unbalanced 
rental schedules in multi-unit properties are a common occurrence and ineffi- 
cient management is often the cause of improper tenancy and rental schedules 
below the levels which efficient management could create. 


In balancing rental schedules in such multi-unit properties as factory 
and loft buildings, commercial properties, etc., where the size of unit meas- 
urable by the square foot or front foot is the main difference in utility, the 
process is quite simple. On the other hand in office buildings where in addi- 
tion to the size of unit, each unit has its own particular design influence, 
the determination of a balanced schedule is more difficult. The shape of of- 
fice, its position in reference to exposure, light, ventilation and view, its 
position in reference to public space and its location as to floor all create 
an individual design influence which affects rents. The Sheridan-Karkow Form- 
ula is a splendid method to find a balanced schedule. This or some equally 


reliable method should be used by the appraiser before the full use income 
is determined. 


Multiple dwelling unit properties, especially apartments present still 
further difficulties in balancing schedules because such units not only have 
variations in size, design and some construction features such as baths,kitch- 
ens, etc., but there is no positive measure of size. The room as a measure of 
size is inadequate because it is 4 variable itself with no positive provision 
for partial rooms, halls, closets, alcoves, etc. It is used merely because a 
more reliable measure has not been developed. The appraiser is compelled to 
rely more on his knowledge and experience of the rental market with this type 


of property than with other types, especially when comparisons are made with 
competing properties. 
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In making comparisons between like and competing 

ENTERPRISE FEATURES types of properties an analysis should be made of 

the kind and amount of services which are fur- 

nished the tenant and included in the rent. Gradually since the turn of the 

century more and more items of an enterprise nature have been furnished the 

tenant until today in the hotel type apartment the rent includes payment for 

nearly every item of household expense. The gross receipts from such proper- 

ties are not real estate income as the larger part is obtained from enterprise 
operations. 


Real estate rent in its true sense is the price or compensation for the 
possession and use of a property. The amounts charged for ordinary household 
furnishings and other household items supplied by the owner are not a proper 
part of real estate rent. Such charges are income of an enterprise nature and 
the profits therefrom cannot be considered real estate net income. 


The appraiser must determine real estate income and, in every case where 
it is possible to do so, should segregate the enterprise income, expenses and 
profits from the total receipts before attempting an appraisal of the real 
estate. There has been a tendency in appraisal technique to increase the 
capitalization rate to compensate for the inclusion of profits from enterprise 
in the total net income, but in our opinion this is an unsound procedure and 
should not be followed unless necessary. 


The ordinary rooming house is purely an enterprise inits operations, 
even when the operation of the enterprise and the real estate are in single 
ownership. In most cases the business and real estate are severed and the 
landlady pays a rent for the real estate. No question arises in the appraisal 
of such properties because when in single ownership a rental value can be 
readily estimated from comparable properties. The rent applicable to the real 
estate runs approximately 30% of gross receipts from rooming house operations. 


The operation of a commercial hotel is an enterprise. The appraisal of 
this type of property becomes quite involved when the hotel enterprise and 
real estate are in single ownership and when the enterprise income is not seg- 
regated from the real estate income. Fortunately, there are many hotel oper- 
ating companies which rent hotel properties in which cases the appraisal pro- 
cedure is greatly simplified. When operations and real estate are in single 
ownership, the appraiser should estimate the rental vaiue of the real estate 
and proceed with the appraisal on this basis. We have found that real estate 
rent for rooms averaged about 35% of the gross receipts from room sales in 
several properties of this type. 


The apartment hotel is a glorified rooming house containing many features 
of the commercial hotel in its operations, besides some other features such as 
dishes, silverware, etc. Like the rooming house and the commercial hotel the 
soundest appraisal procedure is to segregate the enterprise features, estimat- 
ing the income applicable to the real estate and determine value on this ba- 
sis. The rent applicable to the real estate amounted to about 37% of gross 
receipts in several properties of this type which we have appraised. The 
question of services included in the rent is of great importance and the ap- 
praiser should decide on a sound method in arriving at an opinion of the val- 
ues of the real estate of these complex types of properties. The procedure 
which has been followed will be given in detail when actual appraisals of 
these types of properties are included in future bulletins. 
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Contracts are often made between landlords and 
CONTRACT RENT tenants for possession and use to continue for 
limited periods in the future. The rent estab- 
lished by lease, often referred to as contract rent,is of three general types: 
(1) a fixed rent for a definite number of years by which the landlord and ten- 
ant agree on the present and future usefulness of the property, usually for a 
relatively short period of years; (2) a series of fixed rents generally in- 
creasing in amount each for a definite term of years by which the landlord and 
tenant agree on the future changes in the usefulness of the property; (3) a 
variable rent, the amount of which depends upon future economic conditions de- 
termined by a percentage of the volume of business the tenant will do at the 
location. 


The percentage lease is usually applicable to commercial properties and 
often specifies a fixed minimum rent and on occasion a fixed maximum rent. As 
@ general rule the foregoing types of leases are for comparatively short terms 
although in New York City the percentage lease for retail locations is usual- 
ly made for twenty-one years. 


The lease of the land for a long term of years (usually 99 years) in- 
volves special problems which will be covered in separate studies of lease- 
hold estates. 


While the rights to possession and use of the lessee become a part of the 
property to be appraised and to a large extent determine its values, the ap- 
praiser will often find that the contract rent is above or below the market 
rent of the property. It is found advisable for the appraiser to first find 
the "Market Rents" of the property assuming for the moment the leases did not 
exist and thus determine the full use income under existing market conditions. 
It has been our practice first to appraise the VALUE of the property on the 
basis of estimated market rents and afterwards make adjustments for existing 
leases. In the case of short-term leases with contract rents above or below 
the estimated market rents, only minor adjustments are necessary. However, 
with long-term leases where the contract rent varies greatly from the expected 
full use income in the market, it has been our practice to find separately the 
loss or gain in value due to the lease. The value created by a favorable 
lease is not real estate value but depends entirely upon the lease and the fi- 
nancial responsibility of the lessee. 


Rent control is of special interest to the appraiser in those cities 
where rents have been frozen at some former level. In our appraisal proce- 
dure we have assumed that frozen rents for the duration of the war have the 
same effect as a lease which may be unfavorable in comparison with the esti- 
mated future level of rents which can be reasonably expected. Under this pro- 
cedure it is comparatively simple to estimate the loss in value due to frozen 
rents. We have estimated that frozen rents will last for a period of four 
years which is our guess as to how much longer the war will last. It is real- 
ized that rent control may continue for a great number of years into the post- 


war period as was the case in some European countries after the first World 
War. 


Of equal importance to the estimate of present full use income is the es- 
timate of average property expenses. 
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Property expenses represent all expenditures nec- 

PROPERTY EXPENSES essary for the proper operation of a property in- 

cluding management charges, for adequately con- 

serving the property by maintenance and repair and for all fixed charges such 
as taxes, inspection fees and insurance. 


The actual expense for a particular property represents merely the ex- 
penditures actually made; however, they may be quite different from the amount 
which would be estimated for proper operations and adequate maintenance and 
repair. It has been our experience that statements of actual annual property 
expenses are often unreliable as representing the amount necessary to properly 
and adequately operate and maintain the property. 


Occasionally it will be found that a property is managed by a rent col- 
lector instead of an efficient property manager. The property is found poorly 
kept and dirty, tenants are dissatisfied, vacancies are higher than the aver- 
age for its type and rents are below the market. Maintenance and repair are 
neglected and the property generally has the appearance of "milking." In such 
cases the appraiser must estimate the expenses which would be necessary for 
proper operations and maintenance and repair expense adequate for its type. 


It is often found that a fee for management is charged on certain prop- 
erties which is below the amount charged by competent management. In some ap- 
praisals we have found that the appraiser thought that an owner living in one 
of the units could manage the property without charge. To follow such prac- 
tice is poor appraisal procedure and a management fee should be charged in 
keeping with the fee charged by competent management in the locality in which 
the property is situated. Many insurance companies have found after re-pos- 
session of many four-family dwellings that competent management was essential 
and a necessary part of property expenses. 


There are several items of expense which change in amount each year or 
which occur only at several year intervals. In the first class is heating ex- 
pense which changes yearly in proportion to the number of degree days. The 
normal number of degree days for the locality should be used and adjustments 
made above or below the actual expense for heating in any particular year. 


There are many items of maintenance and repair which occur only occasion- 
ally such as roof replacement, exterior painting, maintenance and replacement 
of mechanical equipment such as heating plants, gas stoves, refrigerators, 
etc. It is necessary, therefore, for the appraiser to include as a part of 
the expenses, reserves for these occasional items or to include these deferred 
charges in the actual average maintenance and repair expenses. 


Little has been done in adopting a standard classification of property 
expenses. Some progress has been made by the Office Building Owners and Mana- 
gers Association, but its classification is restricted primarily to office 
buildings. It is startling to examine the haphazard methods of recording ex- 
penses often employed by many of the management companies without classifica- 
tion or grouping. Often they are listed merely as they arise in the opera- 
tions of the property. It would appear to be of primary importance to manage- 
ment that a logical and standard classification of costs and expenses be a- 
dopted so that records would be available and comparisons simplified. To the 
appraiser it is most essential in order to estimate average annual property 
expenses. 
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For more than ten years a standard classification and grouping of prop- 
erty expenses has been made for all properties appraised. In many cases it 
has been difficult to do this on account of the lack of system employed in re- 
cording expenses and the fact that the only worth while classification should 
be made at the time the expenses occur. 


The following table gives the classification and grouping of expenses 
used. 


OPERATING EXPENSE MAINTENANCE & FIXED EXPENSE 
REPAIR EXPENSE 


Janitor General Bldg. Property Tax 
Utilities Tenants Space Insurance 
Heating & Ventilating Public Space Fees 

Management Mechanical Equip. 

Elevator Exp. Grounds 

Total-Oper. Exp. Total-M. & R. Exp. Total-Fixed Exp. 


All expenses, including labor, materials, supplies, etc., are included in 
each classification. The expenses in each class’ should be reduced to a unit 
expense on a square foot basis or a room basis whichever is applicable. This 
facilitates the comparison of expenses between like types of properties. The 
accumulation of such records will be of immense help to the appraiser in esti- 
mating the average or normal property expense of any particular property. 


The simple process of deducting the normal proper- 

PRESENT FULL ty expenses from the present full use income gives 

USE NET INCOME the present net full use income. This is the 

most important item in connection with income 

properties and too much care and thought cannot be given to its proper deter. 

mination. It represents the maximum return from a property used to its full 

capacity in the existing market. The loss in this net income due to vacancies 

or its use less than full capacity is due to existing economic conditions in 
which supply exceeds demand. 


With few exceptions, properties seldom enjoy use to full capacity over a 
long period of years. At times either the property is vacant or a part of the 
usable space in multi-unit properties is not in use. This condition is caused 
either by the construction of an over-supply or by a shrinkage in demand. 
During the bottom of the recent depression, both causes created a large sur- 
plus of space in all types of properties, but the shrinkage of demand was the 
greater influence. Vacancies in all types of properties vary among the dif- 
ferent cities depending upon the rate of population growth, the kind and di- 
versification of employment, the amount of over-building in the preceding peak 
period, etc. A survey in the City of St. Louis made by the St. Louis Post Of- 
fice in November 1932 showed a vacancy of 4.6% in single family dwellings, 
28.9% in apartment hotels, 13.3% in stores and 21.5% in office buildings. 
While a large part of the vacancies of all types of dwelling units were ab- 
sorbed by 1940, office buildings which reached a peak vacancy of 34.9% in 1934 
still had a vacancy of 29.5% in 1940. 


In practically every city there is insufficient data to calculate an av- 
erage vacancy percentage for various types of properties over a long period of 
years. It would appear that the 10% vacancy generally used in appraising has 
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very little factual basis. The average vacancy that can be reasonably expected 
during the remaining useful life of a property is distinct for each different 
type of property and varies among the different cities and is not the same in 
different neighborhoods in the same city. 


The most reliable vacancy data is for office buildings. The average va- 
cancy of office space in the United States from 1925 to 1942 inclusive is 
16.5%. It can be argued that during this period the country had the greatest 
over-building of office space experienced during the twenties, which was fol- 
lowed by the greatest depression ever experienced. In our opinion it is not 
believed that the appraiser should adopt an arbitrary percentage as his esti- 
mate of future loss in full use income because it is common practice but 
Should base his conclusion on his own investigation and study. A percentage 
above or below the arbitrary 10% would be warranted if the conclusion reached 
were based on factual data. 


It would appear from the incomplete data at hand that single family 
dwellings enjoy by far the greatest average occupancy over a period of years 
and apartment hotels, especially the luxury type, have the lowest average oc- 
cupancy of all dwelling types. We believe this is generally true throughout 
the country, although uniform average vacancy percentages cannot be arbitra- 
rily used for all cities and for all properties. 


Without the information available to estimate the average occupancy of 
different types of properties during the past twenty years, the appraiser is 
working under a great disadvantage in attempting to estimate the average oc- 
cupancy during the coming twenty years. In our opinion it is not the average 
occupancy but a study of each individual property, its neighborhood, its past 
records and reasonable expectations for the future that will help him to form 
a conclusion of future occupancy. For example, while the occupancy of office 
space in St. Louis was slightly more than 70% in 1940 and has increased during 
the past two years by the absorption of space by government agencies, the of- 
fice building situation as a whole does not present a bright picture and indi- 
cates that there has been a permanent loss in office space demand since 1929. 
However, it does not follow that this over-all percentage should be applied to 
individual properties which have enjoyed (and still enjoy) a much higher oc- 
cupancy than this city average. 


We have been unable to discover upon what information the 10% average fu- 
ture vacancy was adopted or how it became so generally accepted by appraisers. 
It cannot be substantiated by factual data or by many properties whose past 
records are available. It must be realized that the use of any average penal- 
izes those properties which are better than the average and favors those prop- 
erties below the average. It becomes difficult for the appraiser to justify 
the same percentage deduction for vacancy from full-use income when the prop- 
erty is well built and located in a good stable neighborhood with good renta- 
bility and when the property is poorly built and located in a declining neigh- 


borhood with poor rentability 


From the foregoing brief discussion it will be noted that the determina- 
tion of the present full-use income, property expenses and average vacancies 
are estimates and opinions based upon the experience of the appraiser and re- 
cords of actual market conditions. 


The adjustments which the appraiser must make from actual rents and actu- 
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al property expenses are but briefly outlined. In all cities under rent con- 
trol the rents of many properties were found out of balance with the rents of 
competing properties at date of freezing. This condition always exists in 
open rental markets, especially so in periods of large surplus when the land- 
lord takes what he can get and in periods of scarcity when the tenant pays 
what he is asked. Likewise, actual property expenses must be adjusted to rep- 
resent the average expense of a matured property. 


Present full use income should be carefully determined; it may be the ap- 
praiser's estimate of the future full-use income or the level from which this 


future level can be estimated. 
a. 13, pierce 


A.B. Kissack, M.A.I. 
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CAPITALIZATION PROCESS 


After the present full-use income of a property is 

FUTURE FULL-USE INCOME estimated, the question arises whether’ the ap- 

praiser is justified in using, under all circum- 

stances, this present level in his estimate of VALUE by the capitalization 

process. There is a divided opinion among appraisers; some argue that the fu- 

ture is unknown and uncertain even in times not affected by war and that the 

arpraiser must use the present because he has no other definite basis for es- 

timating future trends. At the other extreme, there are some who attempt to 

|| estimate in great detail the annual fluctuations of future income and expense 
| | based upon assumptions entirely unwarranted from the data at hand. 


| 
| 
— 


| It is our opinion that both of these positions are untenable. The use of 

| the present level assumes it will be maintained throughout the profitable life 

| l| of a property and is the equivalent of a forecast to that effect. To require 

€ | ee | such a forecast when all data available at the time may indicate a future lev- 

| el either above or below the existing level is to confound appraisal theory 
and to suppress the reasoning and free opinion of the appraiser. 


On the other hand, an attempt to forecast in detail the annual movements 
of income and expense for twenty or more years in the future is’ to claim 
clairvoyant powers and to invite ridicule of the entire appraisal theory of 


VALUE. The more important influences of a social and economic nature which 
| affect the values of real properties can be grouped under three general class- 
es - (a) cyclic scarcity and surplus; (b) decentralization; (c) depreciation. 


| | It is certain that alternating waves of real estate activity and inactiv- 
ity follow each other in cycles averaging 18 years in length. It is quite 
probable that they will continue in the same pattern in the future. While 
anything is possible, it would take overwhelming evidence to prove the contra- 
ry. The activity chart (Bulletin 7) shows the average of 34 metropolitan cit- 
ies which gives the alternating periods of scarcity and surplus. This average 
change does not represent actual conditions in each city as some cities are 
above and others below these average swings, although each follows’ the same 
pattern. 





| | As previously noted, during active periods occupancy and rents are con- 
siderably above normal, sales are active and foreclosures are low and con- 

¢ | struction is going ahead at an increased rate; during inactive periods, occu- 
a pancy and rents are below normal, sales are sluggish and foreclosures are high 

and construction is very slack. The change from one period to another is very 
slow. Often it is hard to distinguish the trend from one year to the next and 
many, in periods of scarcity, think the "new era” has arrived and consider the 
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good times as "normal." Appraisers are inclined to capitalize the peaks with 


disastrous aftermath. In the inactive periods of large surpluses, despair 
rides in the saddle and owners seek government relief. The general thought 
considers only the immense losses which have been suffered from the "normal" 
peaks when many properties were bought and financed. 


In truth, the highs of the peaks and the lows of the valleys are equally 
abnormal. The appraiser would not be justified in using the high or the low 
in these two abnormal periods as the future level of rents in apprafsing by 
the income approach. 


Decentralization is the migration of business or 


DEPRECIATION AND population to more profitable or more desirable 
DECENTRALIZATION localities. Countries, states and cities and sec- 

tions within them have been subject to this influ- 

ence since the beginning of civilization. Decentralization is a natural pro- 


cess caused by economic and social conditions which spring from basic human 
desires. 


The centralization of population in urban centers continues just so long 
as it is profitable for business to create employment in competition with oth- 
er urban centers. Excess of births over deaths is not sufficient to support 
healthy city growth. The basic causes which slow down or stop and even re- 
verse this concentration are insufficient transportation, inconvenience to raw 
materials, restriction of trade territories, inefficient industrial plants, 
high rents, high labor costs and all other influences which either restrict 


markets or create unfavorable cost differentials in comparison with competing 
urban centers. 


Within all cities, especially where growth is rapid, shifts in population 
and social activities are constantly taking place. This decentralization in 
business and residential districts within all large metropolitan cities pre- 
sents serious problems of great concern to city governments and all real es- 
tate interests. The undesirability of depreciated structures and of congested 
and obsolete neighborhoods with accompanying blight and creeping slums is a 
natural process. Rapid transit systems and the automobile are not causal in- 
fluences but merely provide the medium by which population can gratify a natu- 
ral desire to migrate from congested and undesirable living conditions. FHA 
financed small homes are a more recent means of hastening decentralization. 


In the past, decentralization has come in spurts following the cyclic 
building booms in periods of activity, although deterioration and obsolescence 
is a slow process hardly noticeable from year to year. It is of interest to 
notice the decentralizing and centralizing effects of the war industrial ac- 
tivities during the past two and one-half years. Recent government releases 
show that from April 1940 to August 1942 New York State has lost 500,000 of 
its population; Pennsylvania, 190,000; Oklahoma, 145,000. On the other hand 
Michigan has gained 310,000; California, 305,000 and Virginia, 170,000. Other 
states have gained or lost in smaller numbers. It is our belief that a large 


part of these gains and losses is permanent and will no doubt affect real es- 
tate values. 


The appraiser who is fully aware of the adverse effects of decentraliza- 
tion and depreciation on rents and values could not assume the levels of prop- 
erty income existing at the time as the future level unless he considered some 
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inflationary influence to offset the expected decline. At the peak of the cy- 
cle in the twenties all influences tended to lower future property income from 


the income existing at the time. The hindsight of today should not be unduly 
critical of the appraisals made in that over-optimistic period which lacked 
appraisal technique and pertinent data that would act as a guide. The worst 


indictment heard of those heyday appraisals was the certifications of value by 
unqualified persons for the purpose of justifying predetermined bond issues. 


Modern practice has practically abandoned the 


USEFUL LIFE process of capitalizing net income as an annuity 
in perpetuity. It is now generally recognized 
that real estate is not a permanent investment. Real estate, like the indi- 


vidual, grows old and loses its usefulness, finally reaching a stage where the 
capacity to earn has diminished to such an extent that income from waning use 
is insufficient to pay expenses. This stage is the end of usefulness of both 
the individual and the real estate. The individual is compelled to use his 
savings or become dependent on relatives or the state while real estate must 
cut expenses below the level necessary to prevent rapid deterioration and de- 
cay. It is quite unfortunate that real estate must experience this death 
struggle without the release of death and that cyclic booms seem at times to 
revive some slight economic status. When the end of usefulness in normal pe- 
riods is reached, real estate is considered to have reached the end of its 
useful life. 


The estimate of the useful life remaining in all types of new and old 
properties is one of the important functions of the appraiser in the income 


approach to VALUE. The very complex nature of real estate has prevented the 
compilation of reliable mortality and life expectancy tables which can be ap- 
plied to different types of properties of different ages. Each property is 


almost individual in character with varying environmental influences which 
give to each its own specific problem. With individuals the actuary in figur- 
ing insurance risk can remove those persons with natal weaknesses and those 
who have developed ailments and diseases, while medical science has almost e- 

iminated the unexpected plagues common in early periods. His problem is 
quite simple in comparison with that of the appraiser, who is confronted with 
the original weaknesses of properties in construction, design and fads and who 
must take into consideration existing neighborhood diseases and the plagues of 
decentralization and blight. 


The appraiser must estimate the remaining useful life for each particular 
property because it would be unsound to use "average" or "normal" useful lives 
which have been estimated for new properties of different types. The Bureau 
of Internal Revenue in Bulletin F, revised 1942, gives the normal useful lives 
of new properties by types and grades of construction quality, including a 
large list of many items of machinery and equipment. Designed primarily for 
figuring depreciation allowances in income tax returns and in estimating book 
values, the appraiser will find these tables of real valiue, although they 
should be used merely as a guide and not applied to all types of new proper- 
ties. With older properties they are of little value. 





In 1936, Real Estate Analysts, Inc., from a field check of 1100 single- 
family dwellings located in St. Louis, established mortality and life expec- 


tancy data with an estimated average life of 63.5 years. From observations, 
it was estimated that depreciation amounted to 75% at the average age of 55 
years. It is now believed that, if an analysis of each property had been 
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made, it would have been found that the useful lives of many of the properties 
standing in 1936 had already ended as many of them provided poor and sub- 
standard living conditions. 


The estimate of remaining useful or profitable life of any particular 
property to be appraised depends upon the property itself, the existing status 
and environmental influences, and those trends which would affect the probable 
future status of the property. Properties with original weaknesses in layout, 
of poor construction quality and with fad or freakish architecture will suffer 
more rapid depreciation than those without these weaknesses. Neighborhoods 
with incongruous uses or with incompatible racial and standard of living types 
and those without proper zoning or deed restrictions, etc., create instability 
and shorten remaining useful life. Often high class residential districts are 
materially affected by the infiltration of racial types and those lacking con- 
forming cultural qualities. Properties in business districts where the trend 
of activity is moving away or in neighborhoods which indicate rapid future de- 
terioration and blight will have short future lives. 


We have estimated remaining useful lives for new properties as low as 25 
years and as high as 50 years and for older properties of say 20 years, as low 
as 15 years and as high as 40 years, depending on the conditions surrounding 
the property appraised. In our opinion, there are no rules of thumb on life 


expectancy available to the appraiser, and reliance must’ be placed upon his 
experience.and judgment. 


The last step in appraising income properties is 

CAPITALIZATION RATES to establish the capitalization rate and complete 

the capitalization process. There is no question 

that the capitalization rate must include all of the elements composing gross 

interest rates classified as follows: (1) pure interest; (2) element of risk; 
(3) extent of liquidity; (4) supervision of investment. 


Pure interest can be described as’. the return to capital which would be 
necessary to attract sufficient capital into the market were there no risk 
whatever involved in the investment, if the capital so invested could be with- 
drawn at any time, and if the investment required no supervision. Pure inter- 
est varies with the supply and demand for monsy and credit. The interest on 
certain types of government bonds approaches pure interest. 


All real estate investments contain the element of risk in greater or 
less degree. The supply of real estate is relatively fixed and slow to react 
to changing demand, causing at times large surpluses which cannot be used. 


These adverse economic conditions combined with permanent losses from unfore- 
seen shifts in social activities may cause excessively unstable conditions. 
Real estate carries nearly the total cost of local government, including all 
municipal improvements, and is often assessed for special benefit taxes which 


do not enhance values 


. It has become an easy target for government experiments 
in the housing field, re 


nt control, etc. 


Practically all types of real property contain the element of non-liquid- 
ity to a greater or less degree, necessitated by markets of negotiation, ina- 
bility to liquidate part of the investment, and comparatively high sales cost. 
The small single dwelling has the highest liquidity, and generally special-use 
properties have the lowest liquidity. 


LY 
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Exclusive of property management, which is a property expense, the owner 
must safeguard his investment by reinvesting the annual return of capital (de- 
preciation), by checking items of income and expense, and by regular examina- 


tion of the property to determine its condition and the efficiency of manage- 
ment. 


The fifth element affecting capitalization rates is the extent of enter- 
prise features. The simplest types of properties are those without any enter- 
prise features, where rent covers solely possession and use and the only prop- 
erty expenses are an allowance for management, maintenance and repair and 
fixed expenses as occur in single dwellings used by a single family or as a 
rooming house, some commercial properties, hotel properties rented by operat- 
ing companies, factory buildings, etc. The capitalization rates for such types 
of properties, where rent is entirely a real estate income and does not in- 
clude payment for services, should be lower than for those types where rent 
includes a multiplicity of service and enterprise features in addition to pos- 
session and use found in the more complex types of properties. This conclu- 
Sion is logical because the percent of profits on most enterprise features in 
the market is higher than the-‘return to real estate in the simpler types of 
properties. 


As stated in Bulletin 4, it is considered good practice to segregate as 
far as possible the income and expense of items of service and personal prop- 
erty and appraise them as an enterprise, and the profits therefrom should not 
be included as net income applicable to the real estate. However, with some 
properties such as the ordinary apartment, office building, etc., the enter- 
prise features are a much smaller part of total rent and it is not feasible to 
segregate them in finding real estate rent. In such cases a capitalization 
rate should be used slightly higher than the rate for the simpler types. With 
those properties where enterprise features form a large proportion of gross 
income, it is not considered good practice to raise the capitalization rate to 
compensate for them. 


It is quite impossible to specify definite capitalization rates for dif- 


ferent types of properties in different localities. Each property must be 
studied separately and all factors affecting capitalization rates must be 
weighed before the rate is determined. In the last analysis, the capitaliza- 


tion rate to be used depends upon the judgment of the appraiser, which is con- 
trolled by his experience in the appraisal of many types of properties. 


Generally those properties where ample funds are available, which present 
less risk, possess high liquidity, require little management, and contain no 
enterprise features, would warrant a low capitalization rate. The single fam- 
{ly dwelling stands preeminently in this class. Some claim that retail out- 
lets in 100% stable locations with financially strong tenancy leased for long 
periods also command a low rate. On the other hand, many specialty properties 
which attract funds only at high rates, contain high risk, have low liquidity, 
and require greater management costs, would warrant high capitalization rates. 


In our opinion, such factors as location and environment, size, design, 
and construction quality of the improvements, accrued depreciation and future 
neighborhood trends do not have a controlling influence on capitalization 
rates when proper consideration is given to each factor in the income approach 
to VALUE. The proper determination of present full use income, of the level 
of future full use income, of the future level of matured property expenses, 
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of the expected loss in full use income due to vacancies, and of the length of 
remaining useful life compensates for all such influences. 


Amenities are often spoken of as’ those satisfactions or benefits other 
than monetary which attach to ownership or which arise from architectural ex- 
cellence, scenic beauty or social environment. Some go so far as to include 
the qualities of a happy home life as the amenities of a house. The satisfac- 
tion and pride of ownership are the primary factors in creating a market for 
its purchase; architectural excellence, scenic beauty and social environment 
are reflected in the monetary value of the improvements and the land. A house 
is the habitation of home life and would be appraised at the same VALUE were 
it vacant or if the home life within it were found to be extremely happy or 
utterly miserable. 


The capitalization process is not complex for most’ types of properties. 
It has been our practice to make the improvements residual to the land in the 
allocation of future net income between the land and the improvements. While 
the land and the improvements thereon are merged into a single property in law 
and in fact, the land and its relative location are fundamental and give value 
to the entire property. The improvements are more of a secondary nature and 
their value is dependent on the land and its relative location. It is highly 
improper to appraise a property by the summation of separate appraisals of the 
land and the improvements because the property, both land and improvements, 
must be appraised for a single use which represents the best use of the land. 


The determination of the value of the land for its highest and best use 
is best found by comparison with other land comparable in size, location and 
environment. The vast majority of sites will be found to be developed to their 
best use, but often there is found a definite under-development, especially in 
those neighborhoods undergoing a transition to a more profitable use. In such 
cases the time at which the higher development would be needed and prove prof- 
itable is an important consideration. Asking prices by owners of comparable 
properties who are anticipating a higher use or some prior sales price are not 
reliable guides in establishing the existing value of the land under consider- 
ation. It should be again stressed as axiomatic that if the land is appraised 
at a value higher than the existing improvements would justify such improve- 


ments have only a salvage value, or they must be remodeled to conform to the 
higher land use. 


After the VALUE of the land is determined it is a simple matter to deter- 
mine the return applicable to the land by taking a direct percentage (capital- 
ization rate of the land) of the land value so determined if, in the opinion 
of the appraiser, the land would have the same value at the end of the useful 
life of the improvements. If it were assumed that the land would have a much 
lower value at the end of the useful life, the annual return applicable to the 
land could be adjusted to provide for such loss. 


The net return applicable to the improvements represents the difference 
between the future net income and the calculated return applicable to the 
land. The value of the improvements is the present worth of the annual net 
return applicable to the improvements’ to be received during the estimated re- 
maining useful life of the property, discounted at the capitalization rate 
which, in the opinion of the appraiser, seems justified. 


It is unnecessary for the appraiser to be able to derive the mathematical 
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equation for present worth. Tables are available in published form and their 
application is quite simple. The present worth of the improvements so calcu- 
lated 1s a capital sum which the level annual return applicable to the im- 
provements will restore during the remaining useful life and pay the designat- 
ed capitalization rate. This restoration of capital representing the value of 


the improvements is in effect its future depreciation. It is quite evident 
that no deduction from the return applicable to the improvements is necessary 
to provide for depreciation. Interest and the amortization of mortgage loans, 


if any, are not property expenses and should receive no consideration in the 
appraisal process. 


By adding the values of the land and improvements 

FINAL CONCLUSION so determined from a single use, the VALUE of the 

OF VALUE property is established by the income process. In 

previous bulletins two other methods of estimating 

this same VALUE have been briefly discussed: (1) by reproduction cost less ac- 

crued depreciation; (2) by comparison in the markets of exchange. Each of the 

three methods requires many estimates, assumptions and opinions of the ap- 

praiser with almost certainty that lack of supporting data and errors in as- 

sumptions have crept into his calculations, with the result that his conclu- 

ion of VALUE by each of these methods is different in amount. In our experi- 

ence it would be an accident if this condition were not so, regardless of care 

and study exercised in each of these methods. It illustrates the unreliabili- 
ty of using a single approach to VALUE. 


The different estimates of VALUE by different approaches can be consid- 

ered only tentative opinions until further investigation and study would war- 
rant corrections and adjustments and lead to one supported conclusion. 
Human nature being what it is, there should be no surprise that apprais- 
ers are classed as the highs or the lows, as optimistic or pessimistic, with 
their appraisals generally reflecting these attitudes. Such chronic attitudes 
are unfortunate and tend to discredit the entire appraisal profession. When 
such types of appraisers rely mainly on intuition and experience and often 
when only one approach to VALUE is used, the spread between the high and the 
low is exceptionally large. 


The appraiser should have no interest in the property he is appraising 
and his fee should be reasonable and not contingent upon the appraisal report 
which he makes. It is better if he does not know the amount of loan desired 
when appraising for purposes of financing or know of any other objective which 
may unconsciously influence his opinions. Often experience inclines the ap- 
praiser to prejudge the property he is to appraise, which makes it somewhat 
difficult to let his judgment follow a disinterested and unhampered analysis 
of all data pertaining to the property. 


The appraiser should use the three measures of VALUE whenever it is pos- 
Sible to do so. In many cases lack of supporting data compels the appraiser 
to rely on two of the measures, and occasionally his final conclusion must de- 
pend on only one measure. 


From the brief discussions given in this and prior bulletins, it is indi- 
cated that the use of a property creates its VALUE and not the cost to produce 
it nor the price to acquire it. Because rent is a direct measure of use, the 
determination of VALUE from income should be employed in every case where it 
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DEPRECIATION FROM _- INACCESSIBILITY 


It should be kept clear that real estate possesses 

CAPACITY AND VALUE only the capacity for use and that VALUE is not an 

inherent quality. In the last analysis, the price 

of acquisition or the cost of producing the improvements represent only the 

cost of securing or creating capacity available for use and VALUE depends 
solely on the extent to which man can use such capacity. 


This truth is often overlooked and many persons mistake the cost of ca- 
pacity for VALUE. Assessed values are generally based more upon the cost of 
capacity than upon VALUE and courts and juries are inclined to make awards 
more upon what the property cost than upon the extent of its use. The func- 
tion of the appraiser is to differentiate between capacity and the extent of 
its use, although the latent thought exists in the minds of many qualified 
appraisers and mortgagees that, because a house cost a certain sum to build, 
that sum must represent the VALUE of the improvements. 


It has often been illustrated how the deserted properties in an abandoned 
mining town still retain their capacity for use but have no VALUES because 
they are inaccessible for use. Another illustration of this same influence is 
the mythical office building in the desert. When properties are entirely in- 
accessible as in these illustrations, their entire VALUE is lost, although 
they may not suffer from any other influence of depreciation at the time. of 
course, these extremes are rarely encountered by the appraiser, but inacces- 


sibility in much less degree is a very common influence of depreciation with 
many new and old properties. 


Perhaps no other factor has as much influence on VALUE as accessibility 
for use. This location influence controls to a great extent the value of land 
and may cause loss in value (depreciation) of the improvements of many proper- 


ties for all types of use. Other influences of depreciation are given in Bul- 
letin 2. 


In this study we have selected from our files an appraisal, made in 1936, 
of a small residential property, which illustrates the loss in VALUE (depreci- 
ation) from inaccessibility and also from undesirable plot layout. The exact 
location of the property and the ownership have been concealed by fictitious 
information and names; however, all other data upon which the appraisal is 
based represent actual conditions. While the purpose for which the appraisal 
is to be used is immaterial, the circumstances surrounding it were unusual in 
that the owner died shortly after he built the property and provided in his 
will that an option be granted a friend to purchase the property at its MARKET 
VALUE to be appraised by our company, the option to be exercised within six 
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months after his death. 


The property is located in St. Louis County about 

DESCRIPTION OF PROPERTY twenty miles from the St. Louis downtown business 

district and lies between the New Post Road and 

the Missouri River in a sparsely settled section of the county. The small de- 

velopment in this district during recent years consists of summer homes and a 

few year round homes. The site, an irregular narrow strip of land averaging 

110 feet in width and 638 feet in depth, has a frontage of 89 feet on New Post 
Road and a frontage on the river of 130 feet and contains 1.59 acres. 


The land lies level with New Post Road for about 500 feet to the river 
bluffs and then drops rapidly downward to the river fifty feet below. Such u- 
tilities as gas, water and sewers are not available to the property. 


About three hundred feet back from New Post Road a one story brick bunga- 
low-type dwelling without basement was completed in 1936 with a ground area of 
2190 square feet and with the shape and contour shown on the accompanying 
sketch. The bungalow is exceptionally well constructed. Such features as 
solid 13" brick walls, 14" waterproofed concrete foundation, a four-foot air 
space below first floor concreted for protection -against termites, complete 
insulation, slate roof, steel casement windows, marble window sills, hardwood 
floors, 1-3/4" doors, the latest in forced warm air heating and ventilating e- 
quipment, etc., indicate the high quality of construction. Other construction 


features consist of a small septic tank, a 325-foot well with electric pump, 
storage tank and water softener equipment. 


The bungalow contains a large living room, four bedrooms, four baths with 
shower stalls, kitchenette and utility room and heated 


bile. The general architectural design and treatment are 
in keeping with the high quality construction. The layout of space is good 
but does not follow conventional lines; two of the bedrooms are small and no 


dining room or dinette space is included in the layout; heated space for only 
one car is provided. 


space for one automo- 
very attractive and 


On Work Sheet I are given all data concerning the 

APPRAISAL land and its environment; on Work Sheet II are 

Shown the construction details. The value of the 

land and the reproduction cost of the improvements are given on these two work 
(continued on page 4) 
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sheets respectively. The sum of these two values gives the MAXIMUM VALUE of 
the property shown on Work Sheet III. The property is found to be in excep- 
tionally good condition No structural faults or marring cracks are discern- 
ible and, in our opinion, there is no loss in value due to physical deteriora- 
tion or obsolescence 


On Work Sheet III ieductions > been made for depreciation resulting 
from (a) misplaced improvements; and (b) inaccessibility 


From the sketch it will be noticed that the north line of the building is 
built within 3 feet of the north property line; that the drive serves both the 
property appraised and the property to the north and that space for parking 
cars is provided on the property to the north. All of these undesirable fea- 
tures result from the improvements being misplaced on the lot In fact, in 
this locality of comparatively cheap land, the width of the tract is too nar- 
row for the type of improvements built. For these reasons the property is 
less desirable with a resulting loss in value. A deduction of $1,285, or 10%, 
is made. 


While the location of the property affords a haven of quiet and restful- 
ness away from congestion and noise of the city, an outlook of scenic beauty 
and a splendid view of the river and the country beyond, and the improvements 
possess architectural excellence and features of comfortable living, the prop- 
erty is inconvenient in its.accessibility to downtown St. Louis, mass trans- 
portation, stores, churches, schools and other social activities. Improve- 
ments of this quality of construction are incompatible with a locality more 
suited for use as a summer home than for year round use. A ratio of 1l tol 
between the values of improvements and land indicated a definite overimprove- 


ment. A deduction of $2,570, or 20%, has been made representing the loss in 
VALUE resulting from inaccessibility. 


The sum of these two items, $3,855 or 30%, represents the total deprecia- 
tion or the total permanent loss in value which, deducted from the MAXIMUM 
VALUE, gives the estimated VALUE of the property of $10,120 as of December 12, 
1936. (see Work Sheet III.) 


The nature of the assignment requires the appraiser to determine that 
MARKET VALUE or price which the property would bring if it were exposed for 
sale in the market. After a thorough search no sales of comparable properties 
were found for estimating the MARKET VALUE of the property by comparison. We 
had information that residential properties of this general class were not 
selling at their appraised VALUE in the St. Louis territory due to temporarily 
depressed market conditions and that there existed an average 10% negative 
differential between VALUE and MARKET VALUE. Applying this average gave an 
appraised MARKET VALUE of $9,200. This amount approximates that opinion e- 
volved by a mental process based upon a knowledge of general market conditions 
and intuition so commonly used by appraisers in the past. 


It will be noticed that VALUE has’ been estimated from only the cost ap- 
proach and, as previously stated, a single approach is often conducive to ex- 
cessive error. An attempt has been made to estimate VALUE from the income ap- 
proach, although no actual rental data were available and the market rent of 
the property must be estimated. Work Sheet IV gives the procedure used in es- 


timating VALUE from income. F 
. 73 Aiene& 


A.B. Kissack, M.A.I. 











